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STOCK MARKET STUDY 
Regulation of Unlisted Securities 


FRIDAY, JUNE 22, 1956 


Untrep Starrs SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. @. 

The committee met, pursuant to call, in room 301, Senate Office 
Building, at 10:40 a. m., Senator J. W. Fulbright (chairman of the 
committee) presiding. 

Present: Senators Fulbright, Robertson, Sparkman, Frear, Lehman, 
Morse, Capehart, Bennett, Bush, and Payne. 

The Carman. The committee will come to order. 

Mr. Armstrong, we appreciate your willingness to testify before us 
on 8. 2054. 

Just. before the end of the last session, hearings were held upon the 
bill. You testified on behalf of the SEC and, you will remember, 
subsequently filed a report recommending several revisions in the bill. 

Then, during the recess, the Commission undertook a study of the 
companies that would be affected by the legislation. Therefore, when 
the full committee met on January 9, 1956, and received the report 
of the subcommittee, the committee agreed to defer action until the 
Commission submitted its report to us upon just how the companies 
affected by the legislation would fare under it. 

The committee received your report on May 17, 1956, and this hear- 
ing is for the purpose of hearing about the recommendations you have 
made resulting from your detailed study. 

At this pomt, the followmg material should be inserted in the 
record: 

A copy of the committee print dated August 5, 1955, of S. 2054; 
a staff memorandum on S. 2054; 

A press release covering committee staff study of unlisted com- 
panies ; 

Statement by the chairman of the committee in answer to the allega- 
tion that SEC coverage of unlisted companies would cause competi- 
tive disadvantages ; 

A telegram from United Shareholders of America and a letter from 
the National Federation of Financial Analysts Societies in favor of 
S. 2054. 

(The material referred to follows:) 

[S. 2054, 84th Cong., 1st sess.] 
A BILL To amend the Securities Exchange Act of 1934, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 12 of the Securities Exchange Act 
of 1934, as amended, is hereby amended by adding thereto a new subsection (g) 
reading as follows: 
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“(g) (1) Every issuer whose total assets, as defined by the Commission, exceed 
$2,000,000, which is engaged in interstate commerce or in business affecting inter- 
state commerce, or the securities of which are traded by use of the mails or any 
means or instrumentality of interstate commerce or any facility of a national 
securities exchange, shall file with the Commission a registration statement 
with respect to— 

“(A) each class of its equity securities held of record by more than seven 
hundred and fifty persons, and 

“(B) each debt security heretofore or hereafter registered pursuant to 
the Securities Act of 1933 where the outstanding principal amount of the 
class exceeds $1,000,000. 

Each such registration statement shall contain such information and documents 
as may be required in respect of an application to register a security pursuant 
to subsection (b). Such issuer shall tile also such supplementary and periodic 
nformation, documents, and reports as may be required pursuant to section 13 

f this title in respect of a security so registered. The provisions of sections 14 
antl! 16 of this title shall apply as if any security registered or required to be 
registered pursuant to this subsection were a security registered pursuant to 
subsection (b). 

“(2) The provisions of this subsection shall not apply in respect of— 

“(A) any security registered pursuant to subsection (b) of this section 
or issued by an investment company registered under section 8 of the Invest- 
ment Company Act of 1940; 

“(B) any exempted security ; 

“(C) any security issued by a bank; 

“(D) any securty of an issuer organized and operated exclusively for 
religious, educational, benevolent, fraternal, charitable, or reformatory 
purposes and not for pecuniary profit, and no part of the net earnings of 
which inures to the benefit of any private shareholder or individual; 

“(E) any security of any issuer which is a savings and loan association, 
building and loan association, cooperative bank, homestead association, or 
similar institution, if its accounts are insured by the Federal Savings and 
Loan Insurance Corporation or if it is a Federal savings and loan association 
or a member of a Federal home-loan bank; or 

“(F) any security issued by any issuer which is an insurance corporation 
subject to the supervision of the insurance commissioner, bank commissioner, 
or any agency or officer performing like functions, of any State or Territory 
of the United States or the District of Columbia. 

“(3) Registration of a security pursuant to this subsection shall terminate if 
the total assets of the issuer have been reduced to less than $1,000,000, or, in 
the case of an equity security, if it comes to be held of record by less than five 
hundred persons, or in the case of a debt security, if the outstanding principal 
amount of the class has been reduced to less than $1,000,000, provided that such 
termination shall not take effect until ninety days after the issuer certifies the 
foregoing facts to the Commission. Upon application of any person or upon 
its own motion, the Commission may enter an order terminating registration 
of a security pursuant to this subsection, subject to such terms and conditions 
as it may deem necessary to impose for the protection of investors, if it finds, 
after appropriate notice and opportunity for hearing, that by reason of the small 
number of public investors, lack of trading interest, inactivity of the issuer, 
or the small amount of the public investment as measured by the market value 
of the security, or otherwise, continued registration of the security is not neces- 
sary in the public interest or for the protection of investors, or that for any 
reason the issuer is not subject to this subsection. 

“(4) For the purpose of this subsection— 

“(A) the term ‘debt security’ shall include every note, bond, debenture, 
or evidence of indebtedness, or certificate of interest or participation in 
the foregoing, or guaranty of the foregoing, whether or not such security 
is also an equity security ; 

“(B) the term ‘class’ shall include all securities of an issuer which are 
of substantially similar character and the holders of which enjoy sub- 
stantially similar rights and privileges. 

“(5) The Commission may define the term ‘held of record’ by rules or regu- 
lations deemed necessary or appropriate in the public interest or for the protec- 
tion of investors or to prevent circumvention of the purposes of this subsection. 

“(6) The Commission may, if it appears to be necessary or appropriate in the 
public interest or for the protection of investors, exempt foreign issues and 
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issuers against whom the provisions of this subsection may not be susceptible of 
enforcement.” 

Sec. 2. The first four paragraphs of subsection (f) of section 12 of the Securities 
Exchange Act of 1934, as amended, are hereby amended to read as follows: 

“Notwithstanding the foregoing provisions of this section, any national secu- 
rities exchange, subject to the terms and conditions hereinafter set forth, (1) 
may continue unlisted trading privileges to which a security had been admitted 
on such exchange prior to the effective date of section 12 (g) of this Act, or (2) 
upon application to and approval of such application by the Commission may 
extend unlisted trading privileges to any security duly listed and registered 
on any other national securities exchange. No such application need be made 
as to any security with respect to which a national securities exchange has 
applied to the Commission and has received approval of the Commission for 
unlisted trading privileges prior to the effective date of section 12 (g) of this 
Act. Where an extension of unlisted trading privileges to a security was origi- 
nally based upon its listing and registration on another national securities 
exchange, such privileges shall continue in effect only so long as such security 
shall remain listed and registered on any other national securities exchange. 

“No application pursuant to this subsection shall be approved unless the Com- 
mission finds, after appropriate notice and opportunity for hearing, that the 
extension of unlisted trading privileges pursuant to such application is necessary 
or appropriate in the public interest or for the protection of investors. 

“The Commission shall by rules and regulations suspend unlisted trading 
privileges in whole or in part for any or all classes of securities for a period 
not exceeding twelve months, if it deems such suspension necessary or appro- 
priate in the public interest or for the protection of investors or to prevent 
evasion of the purposes of this title. 

“On the application of the issuer of any security for which unlisted trading 
privileges on any exchange have been continued or extended pursuant to this 
subsection, or of any broker or dealer who makes or creates a market for such 
security, or of any other person having a bona fide interest in the question of 
termination or suspension of such unlisted trading privileges, or on its own 
motion, the Commission shall by order terminate, or suspend for a period not 
exceeding twelve months, such unlisted trading privileges for such security if 
the Commission finds, after appropriate notice and opportunity for hearing, that 
by reason of inadequate public distribution of such security in the vicinity of 
said exchange, or by reason of inadequate public trading activity or of the char- 
acter of trading therein on said exchange, or otherwise, such termination or 
suspension is necessary Or appropriate in the public interest or for the protection 
of investors.” 

Sec. 3. Subsection (e) of section 7 of the Securities Exchange Act of 1934, 
as amended, is hereby amended to read as follows: 

“(e) Any security registered pursuant to subsection (g) of section 12 of this 
title shall be subject to the provisions of section 7 and of subsection (a) of 
section 8 of this title in the same manner as if the security were registered on 
a national securities exchange, except that such provisions shall not so apply 
in respect to any securities which the Board of Governors of the Federal Reserve 
System may by rules and regulations exclude from the operation of this sub 
section, either unconditionally or upon such terms and conditions as may appear 
to be necessary or appropriate in the public interest, as not comprehended 
within its purposes.” 

Sec. 4. Subsection (c) of section 15 of the Securities Exchange Act of 1934, 
as amended, is hereby amended by the addition of the following new clause at the 
end thereof: 

“(4) The Commission is authorized, if in its opinion such action is necessary 
or appropriate for the protection of investors, after appropriate notice and 
opportunity for hearing, by order to suspend trading otherwise than on a 
national securities exchange in any security registered or required to be regis- 
tered pursuant to this title, if the Commission finds that the issuer of such secu- 
rity has failed to comply with any provision of this title or the rules and regu- 
lations thereunder. If in its opinion the public interest and the protection of 
investors so requires, the Commission is authorized summarily to suspend trad- 
ing, otherwise than on a national securities exchange, in any security (other 
than an exempted security) for a period not exceeding ten days. No broker 
or dealer shall make use of the mails «r of any means or instrumentality of 
interstate commerce to effect ny transection in, or to induce the purchase or 
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sale of, any security in which trading is so suspended, otherwise than on a 
national securities exchange. 

Sec. 5. Subsection (d) of section 15 of the Securities Exchange Act of 1934, 
as amended, is hereby repealed. 

Sec. 6. Subsection (a) (2) of section 19 of the Securities Exchange Act of 
1934, as amended, is hereby amended to read as follows: 

“(2) After appropriate notice and opportunity for hearing, by order to deny, 
to suspend the effective date of, to suspend for a period not exceeding twelve 
months, or to withdraw, the registration of a security pursuant to any provision 
of this title if the Commission finds that the issuer of such security has failed 
to comply with any provision of this title or the rules and regulations there- 
under.” 

Sec. 7. Subsection (c) of section 20 of the Securities Exchange Act of 1934, as 
amended, is hereby amended to read as follows: 

“(e) It shall be unlawful for any director or officer of, or any owner of any 
of the securities issued by, any issuer of any security registered or required to 
be registered pursuant to section 12 of this title without just cause to hinder, 
delay, or obstruct the making or filing of any document, report, or information, 
required to be filed under this title or any rule or regulation thereunder.” 

Sec. 8. Subsection (b) of section 32 of the Securities Exchange Act of 1934, 
as amended, is hereby repealed, and subsection (c) of said section ie hereby 
redesignated as subsection (b). 

Sec. 9. This Act shall become effective six months after the date of its en- 
actment. 


STarF MEMORANDUM ON 8. 2054, JuNE 15, 1956 


S. 2054 was introduced by Senator Fulbright on May 24, 1955. It provides, 
generally, that any company with $2 million of assets which has either $1 million 
in debt securities outstanding, or 750 stockholders, shall be subject. to the same 
kind of regulation as is imposed by the Securities Exchange Act upon all com- 
panies whose securities are listed on a national securities exchange. 

The most important of these regulations are: 

(1) Each corporation must file with the Securities and Exchange Com- 
mission annual financial reports and semiannual sales figures. 

(2) Whenever any of these corporations solicit proxies, they must comply 
with the proxy regulations issued by the Securities and Exchange Com- 
mission. 

(3) Officers, directors, and large stockholders of these corporations must 
file with the Commission reports showing how much stock they hold in 
their corporation, and if they buy or sell stock within 6 months, any profit 
they make must be paid to the corporation. 

Hearings were held upon the bill on June 27, 30. and July 1, 1955. During 
these hearings, the Securities and Exchange Commission testified that it was 
in favor of the bill, but wished a little more time to consider possible modifica- 
tions. On July 19, 1955, the Commission submitted a report containing recom- 
mendations for amendment of the bill. The subcommittee ordered the bill 
reported to the committee substantially in accordance with the recommendations 
by the Commission. The bill, as ordered reported, differed from the recom- 
mendations of the Commission only in one major respect; that is, the Commis- 
sion recommended that the bill apply to any corporation with 750 stockholders 
or $1 million of indebtedness without regard to how much the assets of the 
corporation were worth. The subcommittee felt an asset limitation was neces- 
sary to prevent the bill from applying to small companies with many stock- 
holders but few assets. 

Congress adjourned before any action was taken upon the bill by the full com- 
mittee. During the recess, the Securities and Exchange Commission. undertook 
a study of the companies which would be affected by the bill, and when Con- 
gress reconvened, the committee decided not to take any action until the Com- 
mission report upon its study of the companies involved was submitted. That 
report was submitted on May 17, 1956. Again, the Commission expressed its 
general approval of the bill. However, it recommended several additional amend- 
inents. . 

One would eliminate from the bill a provision repealing that portion of 
the existing legislation which required annual reports from companies which sold 
$2 million worth of new securities to the public. This repealer was included 
in the bill because it was felt that such a provision would be unnecessary because 
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almost all companies covered by the provision would have to file annual reports 
under the bill anyhow. The Commission’s study shows that there are 246 com- 
panies now filing annual reports under that provision of the existing law which 
are not within the coverage of the bill because they either have less than $2 
million in assets or less than $1 million in debt or less than 750 stockholders. 
Therefore, the repeal of that section of the existing law would result in releas- 
ing many More companies from the necessity of filing annual reports with the 
Commission than was anticipated. The Commission accordingly recommends 
against the repeal of any existing legislation, and would strike section 5 from 
S. 2054. 

The second recommendation by the Commission concerns the insider trading 
provision of the bill. The Commission recommends that insiders not be required 
to pay over within 6 months to their corporations any profits that they may make 
from purchases and sales of their company’s stocks. The Commission states in 
its report that it has not had sufficient time to study the impact of this provision, 
and it recommends that it be given 2 years and $100,000 to conduct such a 
study... At the conciusion of the study it will make recommendations regarding 
this provision. 

The Commission also refrains from making any recommendation regarding 
whether insurance companies should be covered by the bill. The bill, as presently 
written, exempts insurance companies on the ground they are adequately regn- 
lated by State authorities. 


JANUARY 20, 1956. 
FuLsricHt Crres NEEp ror UNLIsTep Stock DATA 


Senator J. W. Fulbright (Democrat, Arkansas) today cited new evidence of the 
need for investor protections in the purchase of securities of corporations not 
listed on any stock exchange. Current SEC regulations which require the dis- 
closure of financial information do not apply to such corporations. The Fulbright 
bill, S. 2054, would generally provide the same protections for buyers of unlisted 
securities as now apply to those sold on stock exchanges. 

Fulbright, who is chairman of the Senate Banking and Currency Committee, 
which considers securities legislation, declared that evidence submitted by the 
opponents of his bill to show that such legislation was not needed “proves just 
the opposite.” 

“During the hearings on S. 2054,” said Fulbright, “those who testified in oppo- 
sition to my bill claimed that ‘the information presently provided is adequate for 
the protection of the public, and this legislation * * * is neither required nor 
necessary in the public interest.’ In support of this belief, Mr. Harold E. Wood, 
of the National Association of Securities Dealers, submitted copies of financial 
statements and proxy-soliciting material of over 100 unlisted corporations with 
assets of over $2 million. I asked the committee staff to analyze these statements 
in an effort to determine whether the information disclosed was adequate. 
Measured by the standards of listed companies, they were not.” 


PROXY-SOLICITING MATERIAL 


Complete information was available with respect to only 93 out of 113 companies 
which furnished statements. It was apparent from even the most cursory 
analysis of the proxy material of the 93 companies that most did not furnish 
enough information to enable stockholders to exercise an informed judgment. In 
many cases the nominees for election as directors were not even named. Even 
when named, the material seldom gave any information about the background of 
the nominees or their holdings of the company’s securities. Very few companies 
furnished any information at all about such basic relationships between the 
company and the officers and directors of the company as salaries and bonuses, 
options, debts, and other transactions. 

In a substantial number of instances no opportunity was given stockholders to 
vote “yes” or “no” on the proxy form when the issues related to business other 
than the election of officers. This was carried one step farther in many cases 
when stockholders were solicited by management to ratify all the acts of manage- 
ment during the past year without any specification of what actions the stock- 
holders were being asked to approve. 
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As a matter of fact, 77 of the 93 companies furnished no proxy statements at 
all—only the proxy forms. 

All listed companies must indicate on the proxy form whether or not the proxy 
is being solicited on behalf of management. Of the 93 unlisted companies exam- 
ined, 67 did not indicate whether the proxy was to be voted by management or 
by someone else. 

An undated proxy often results in disfranchising a stockholder and is a fertile 
field for complicating the balloting process, perverting stockholder intent, and 
other abuses. SEC rules recognize this, and all listed companies must provide 
for the dating of the proxy in their proxy form. The proxy-soliciting material 
of the unlisted companies examined disclosed 26 instances in which there was no 
specifically designated blank space for dating the proxy. 

Thirty of the 93 companies whose proxy material was examined dealt with 
matters other than the election of directors. In these cases, the listed com- 
pany must provide a place on the proxy form where the stockholder may in- 
dicate whether he desires to vote for or against the proposal. In the 30 instances 
examined where such matters were presented to the stockholders by unlisted 
companies, 19 did not give the stockholders an opportunity to vote “yes” or “no.” 

The proxies sent out by listed companies may provide the proxy holder a gen- 
eral, discretionary authority in voting if the persons soliciting are not aware that 
any matters other than those discussed in the soliciting material are to be 
presented at the meeting and provided that a statement to that effect is made 
in the soliciting material. In the proxies of the unlisted companies, discretionary 
authority to vote was granted to the proxy holders in 91 of the 93 cases examined. 
However, in the large majority of cases there was no indication whether or not 
the persons seeking proxies were aware of any other matter that might be pre- 
sented at the meeting. Thus, in 77 instances a blanket authority to vote was 
conferred upon the proxy holders without any statement whether they were 
aware of any other action to be presented at the meeting. Only 14 proxies con- 
tained the same statement that listed companies make. 

Proxies of listed companies must be voted in accordance with the direction of 
the owner of the shares if he specifies a choice. If no choice is specified, the 
shares must be voted in accordance with the stated position of the proxy 
solicitor. In the case of proxies sent out by unlisted companies, it is possible 
for the solicitor who disagrees with any expression by the stockholder simply 
to refuse to vote the shares of that stockholder. In the proxy-soliciting material 
of the 93 companies examined, 80 did not indicate how the shares would be voted. 

When the proxies of listed companies are solicited, information must be fur- 
nished which is vital to an understanding of the issues at stake. Since this 
statement need not be furnished when proxies are solicited for unlisted com- 
pany meetings, much of this vital information may be omitted. Of the 93 
unlisted companies whose material was examined, 78 did not state whether the 
proxy could be revoked, 86 did net state who would pay the cost of the solicitation, 
63 did not state the record date for voting purposes, and 85 did not state the names 
of the nominees for election as directors, their backgrounds, their holdings of 
securities of the company, and any understandings or arrangements they may 
have had with the company. Of the 85 which did not give substantially all 
this latter information, 65 gave absolutely none of the information, not even 
the names of the nominees for which the stockholders were asked to vote. 

Of the 983 companies, 86 gave no information as to the remuneration, options, 
debts, and other transactions between the officers and directors and their com- 
panies. 

In six instances action was to be taken at the meeting upon a stock option plan. 
The pertinent details of the plan were set forth in only one instance. In the 5 
instances where action was to be taken to authorize issuance of securities, the 
pertinent facts were set forth in only 2 cases. In the 7 instances where action 
was to be taken to amend the charter or the bylaws, the pertinent faé¢ts were set 
forth in only 1 case. 


ANNUAL REPORTS 


The annual reports introduced in evidence by Mr. Wood as illustrative of the 
adequacy of the financial information currently available to stockholders of 
unlisted companies covered 109 companies. Bighty-two of these were not 
required to file any financial reports with the Securities and Exchange Com- 
mission. Others were either listed, or were required to furnish information 
because they had made a recent securities flotation. 

The greatest deficiencies were in the extent of nonfinancial information given 
the stockholders, the completeness of the financial coverage provided by the 
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statements, and in the treatment of such items as inventories, the basis of 
property carried on the balance sheet, and the treatment of reserves. 


Nonfinancial information 


None of the 82 unregistered companies examined who were not required to 
file any reports with the SEC made any mention of material transactions between 
the company and its management. Management’s transactions with and _ lia- 
bilities to the company are of fundamental importance to the stockholders, an@ 
disclosure of these matters is always required of listed companies. 


Coverage of the financial statements 


To understand the condition of a business there must be available at least 
three financial statements—a balance sheet, an income statement, and a statement 
of surplus. Of all the 109 reports examined, only 31 contained complete sets of 
these statements in substantially the same form as is required of registered 
companies. Most of these were reports by companies which were required hy 
law to furnish the information because they were listed on an exchange or had 
engaged in a public sale of securities. The remaining 78 companies were 
deficient in material aspects of their financial reports. Four companies furnished 
no income statement at all, and one company furnished no statement of surplus 
at all. 


The balance sheet 


A check was made of the extent to which the balance sheets furnished by the 
78 companies (which had one or more deficiencies in their financial statements) 
conformed to the accounting standards fulfilled by listed companies. Only 19 
were in substantial conformity with these standards. The deficiencies in the 
accounts of the other 59 companies were basic to an analysis of the balance sheet. 
Thus, inventories were not classified by major groups, such as raw materials, 
work in process, and finished goods, and the basis for determining the amounts 
at which inventories were carried was often not stated. These factors should 
be shown to give the investor some idea of the composition and liquidity of the 
assets. Property, plant, and equipment were also reported in one amount insteaé 
of being classified by major classes. In addition, the basis for determining the 
amounts at which fixed assets were carried could not be determined and the 
allowance for depreciation was not stated. These omissions could change 
radically the financial picture of any business. In at least one instance the 
property was stated in the balance sheet at an “appraised depreciated replace- 
ment cost less allowance for depreciation.” This could mean almost anything. 

Other significant omissions in the balance sheet were: The failure to show the 
market value of securities ; the combination of liabilities into one amount, except 
for taxes; the failure to show the amount of the allowance for doubtful notes 
and accounts receivable; and the use of reserves without identifying their nature. 
Each of these items could vary the balance sheet to record any condition of 
health which the management desired. None of the omissions would be counte- 
nanced in a listed company’s filing with the Securities and Exchange Commission. 


Profit and loss or income statement 


Of the 78 companies with deficiencies in their financial statements, only 29 
furnished a profit and loss or income statement which could be considered as 
meeting the minimum standards of accounting and disclosure applicable to listed 
companies ; 49, or approximately 60 percent, did not meet those standards; indeed, 
4 of the companies furnished no income or profit- and-loss statement at all. 

Thirteen of the companies furnishing income statements did not include sales or 
cost of sales figures. The volume of sales is perhaps the single most important 
ineasure of the trend in a company’s operations and is essential to a proper 
analysis of the value of securities. All listed companies must disclose this figure. 

Other statements of unlisted companies which were examined combined in one 
item on the income statement cost of goods sold and either selling, general and 
administrative expenses, or other operating expenses. Or, conversely, costs were 
broken down by wages, material, supplies, depreciation, etc. Under either method 
a proper analysis of the financial condition becomes almost impossible. 


Notes to fmancial statements 


In view of the diversity in procedures between various accounting methods and 
the differences which are permissible, footnotes must invariably be appended-to 
financial statements to serve «\s a guide for their interpretation. As the Securities 
and Exchange Commission stated in 1950 in commenting upon the necessity for 
such explanatory material: “Even if the financial statements have no readily 
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detectable inadequacy, they may be a vehicle for misleading information. Finan- 
cial statements are rarely understandable without explanations, which usually 
apnear in footnotes.” 

Yet, in spite of the obvious importance of footnotes, very few of the necessary 
notes were furnished. A large number of the financial statements contained no 
footnotes whatsoever, and many presented 1 or 2 brief, inadequate enes. Im- 
portant matters such as the depreciation policy, the depreciation method and 
even the depreciation rate were commonly omitted. Similarly, the accounting 
policies in the treatment of maintenance and repairs, renewals or betterments, 
and property retirements were entirely lacking. 

In the case of consolidated financial statements, when they were furnished, 
there was insufficient information about the basic relationship between the parent 
and its subsidiaries and the notes did not disclose the accounting practices fol- 
towed in the preparation of the consolidated statements. Without these dis- 
ctosures, the financial strength of the enterprise could not be determined. Its 
condition could only be obfuscated. 

The financial statements of the 78 unlisted companies also contained little 
information with respect to pension plans, stock options, the involuntary liquida- 
tion preference of preferred stock outstanding, and the restrictions, if any, upon 
surplus. All these matters are of interest to investors and to stockholders and 
are proper subjects for inquiry when not furnished. Listed companies are com- 
pelled to provide this information and to make it available to their stockholders. 


SEC Coverace or UNLISTED COMPANIES WILL Not Cause COMPETITIVE 
DISADVANTAGES 


Statement of Senator J. W. Fulbright, March 5, 1956 


I introduced S. 2054 last year to provide, generally, for equal treatment of 
listed and unlisted securities under law. The bill provides that unlisted com- 
panies with $2 million in assets and either 750 stockholders or $1 million in debt 
securities outstanding must file with the SEC the same information as listed 
companies are now required to file. The purpose of the bill is to extend investor 
protections over a broader area. 

At the hearings upon 8. 2054, representatives of various manufacturers testi- 
fied that publication of their financial statements would result in the disclosure 
of confidential information to their competitors, and the imposition of the require- 
ments ‘of: thesbill. would place them at a competitive disadvantage. Since the 
ctose of the hearings, each member of the committee has. received letters from a 
steel company with $14 million in assets and at least some of the Senators have 
received letters from the Morrison-Knudsen Co. which has over $75 million in 
assets and almost 3,000 stockholders, objecting on the same ground. 

These arguments are largely the same as those advanced in opposition to the 
Securities Exchange Act when it was proposed in 1933. In enacting the Securi- 
ties Exchange Act, the Congress obviously found that these arguments were 
without merit. 

Where the argument, as applied to a particular company or a particular indus- 
try, does have any merit, the Securities Exchange Act provides for confidential 
treatment of the information. It permits any person filing a statement or 
report with the Commission to ask the Commission for confidential treatment of 
that information. The Commission may then make the information public only 
when, in its judgment, disclosure of such information would be in the public 
interest. If “trade secrets or processes” are involved, the Commission has no 
discretion; the Securities Exchange Act requires that they not be divulged. 
Disclosure of information which should not be divulged is punishable by fine and 
imprisonment. Any determination by the Commission is, of course, subject to 
review by the courts. These provisions of the Securities Exchange Act are 
equally applicable to any financial statements or other material which might be 
required under 8S. 2054. 

In the 22 years during which the Securities Exchange Act has been adminis- 
tered, the treatment of only one of the thousands of companies subject to the 
disclosure requirements of the act and only one of the literally hundreds of 
thousands of reports filed have been questioned in the courts. In that case, the 
company, like the steel company which has written to the committee members 
and the manufacturers who testified, urged that the disclosure of sales figures 
would give competitors not registered with the Commission an advantage over 
them. The court, in a unanimous decision, rejected this contention. 
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The argument, if it has any validity, would seem to have exactly the opposite 
effect from that urged by the steel company. The steel companies already regis- 
tered or filing reports have competitors, too. Many of them are smaller than 
the $14 million company objecting to disclosure of its financial statements to its 
stockholders. Those companies, which are now subject to the act, would seem 
to be in a better position to argue that companies like the steel company not sub- 
ject to the act have an unfair competitive advantage over them. Today there 
are 72 steel companies which are required to file reports with the Commission. 
Of these, 25 are smaller than the steel company which is claiming that if it is 
required to file reports, it will suffer competitively. These companies apparently 
find it no great burden to file the reports required by the Securities Exchange 
Act. If there is any competitive advantage to any companies in this industry, it 
would seem to lie with those which, although larger, do not file reports. 

No matter where the line is drawn between companies which must file reports 
and companies which need not file reports, it is apparent that there will be some 
companies covered, while other companies in the same industry, . wilt" not be 
covered. This situation exists today, but the criterion over Whether or’ not the 
disclosure should be made is based upon exchange listing, a factor which has no 
bearing upon either the public interest or the size of the company. And, it seems 
freely conceded, there seems to be no discernible ill result flowing from the re- 
quirement of registration of companies now required to register. All the results 
have been beneficial, in the sense that there has been increased public confidence 
in the companies which are subject to the reporting, proxy, and insider trading 
provisions of the Securities Exchange Act. Although intangible, this benefit is 
no less substantial. 

It is perhaps significant that many of the companies which were analyzed in 
1950 (when a bill similar to S. 2054 was proposed and hearings were held) and 
which then evidenced serious inadequacies in their reporting and proxy practices, 
have now voluntarily subjected themselves to the requirements of the Securities 
Exchange Act. I have also been impressed by the almost unanimous agreement 
among the companies subject to SEC requirements, the investment community 
trading in the securities of those companies; and among the public investors, that 
no harm has resulted from compliance with the requirements and that consié- 
erable public benefit has been derived. 

">s . 


New York, N. Y., June 18, 1956. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
Senate Office Building, Washington, D. C.: 


United Shareholders of America, Inc., a nonpartisan, nonpolitical membership 
organization of investors not subsidized by any corporate management endorse 
Senate bill 2054. Please so record our approval. 


UNITED SHAREHOLDERS OF AMERICA, INC., 
BENJAMIN A. JAVITS, 
President, 630 Fifth Avenue, New York, N. Y. 


THE NATIONAL FEDERATION OF FINANCIAL ANALYSTS SOCIETIES, 

June, 14, 1956. , 

Hon. JAMES W. FULBRIGHT, ; 
Washington, D. C. 


Dear SENATOR FULBRIGHT: I am happy to inform you officially of a resolution 
unanimously passed by the board of directors of the National Federation of 
Financial Analyst Societies at their annual meeting held in Boston on May 20, 
1956. The resolution was as follows: 

Resolved, That the national federation goes on record in favor of dissemination 
of information on unlisted securities similar to listed securities, limiting the ex 
tension of reporting requirements to companies with assets of $5 million and 500 
stockholders or more. We, however, question the desirability of extending the 
penalties of “insider trading” to unlisted companies, and we recommend that 
further study be given to this subject. 

Wishing you success in your efforts to improve and broaden the information 
available to stockholders and assuring you of our continued support, I am, 

Sincerely yours, 
Rosert J. Wi_Kes, President-F lect. 
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The Cuarrman. All right, Mr. Armstrong, would you proceed ? 


STATEMENT OF J. SINCLAIR ARMSTRONG, CHAIRMAN, SECURITIES 
AND EXCHANGE COMMISSION 


Mr. Armstrrone. Thank you, Mr. Chairman and members of the 
Senate Committee on Banking and Currency. 

-For the purposes of the record, if the committee please, I would like 
to state that the members of the Commission are here—Commissioners 
Orrick, Ps ‘son, £ Tastings—and certain members of the staff, 
particularly the gentleman on my left, Thomas Meeker, our General 
Counsel, and Byron Woodside, Director of the Division of Corpora- 
tion Finance. Also Mr. Loomis is here, the Director of the Division of 
Trading and Exchange, and Mr. Earl C. King, the chief accountant 
for the Commission. 

It has been under the direct supervision of Messrs. Meeker, Wood- 
side, Loomis, and King that the study which I will refer to in a mo- 
ment and which you yourself, Mr. Chairman, have just adverted to has 
been conducted over the past several months. 

Gentlemen, when S. 2054, with certain revisions, was reported fa- 
vorably to the full committee by the Subcommittee on Securities on 
January 9, 1956, the Securities and Exchange Commission undertook 
an extensive: factual study of 2,063 corporations to develop information 
upon which the Commission could appropriately make further recom- 
mendations. 

On May 17, 1956, the Commission submitted to the committee a 
report setting forth the results of its study with respect to the corpora- 
tions that would be subject to S. 2054, as revised. Subject to two 
suggested revisions, the Commission recommends the enactment of S. 
2054, 

The bill, subject to certain exemptions, would apply to unlisted 
corporations having total assets of $2 million and 750 stockholders of 

record of any class of equity securities, or debt securities of $1 million 
in principal amount. outstanding in the hands of the public. It would 
extend to security holders of about 1,200 unlisted corporations, having 
total assets of approximately $35 billion, the protection and benefits 
of the reporting requirements of sections 12 and 13, the proxy soliciting 
requirements of section 14, and the insider trading requirements of 
section 16 of the Securities "Exchange Act. At the present time these 
provisions of the Securities Exchange Act apply to securities listed on 
exchanges rather than to those traded over the counter. 

The recommendations of the Commission are grounded upon (1) 
certain fundamental assumptions regarding investor protection, and 
(2): the findings developed in its factual study of the corporations 
subject to the bill. 

The assumptions which I have just referred to are: 

(1) That investors in corporations having a substantial number of 
public stockholders are entitled to obtain adequate, reliable, and cur- 
rent information about the company and its insiders, and matters to be 
acted upon at stockholder meetings; 

(2) That the disclosure of such information is essential for the 
protection of investors in publicly held corporations; and 

(3) That the publication of sueh information would result in fairer 
and better markets for the securities involved and would facilitate the 
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raising of capital by contributing to investor confidence based on in- 
formed judgment. 

The financial data contained in the annual reports to stockholders of 
the corporations subject to the bill, which are not now required to file 
reports with the Commission pursuant to section 15 (d) of the Securi- 
ties Exchange Act of 1934, were materially deficient under the stand- 
ards of the Commission’s accounting regulations in 21 percent of the 
cases. 

I will just pause for a moment to indicate what is meant by section 
15 (d) of the act. Section 15 (d) requires the filing of annual and 
periodic reports by corporations registering new securities for public 
sale under the Securities Act of 1933, providing that the value of the 
entire class of such securities (measured by the public offering price) 
amounts to $2 million or more. The obligation to file such reports 
ceases when the value of the class is reduced to less than $1 million. 
Of the approximately 1,200 companies subject to the bill, the study 
showed that 580 corporations subject to the bill are presently required 
to file reports with the Commission pursuant to section 15 (d). 

Now, gentlemen, the deficiencies in regard to accounting which I 
referred to a moment ago include the following: omission of one or 
more financial statements, such as the profit-and-loss or earned-surplus 
statement; failure to show separately sales and cost of sales in the 
profit-and-loss statement ; presentation of summarized statements with 
inadequate disclosure; and failure to follow an accepted accounting 
practice ‘which materially affected the results presented, such as the 
failure to take adequate depreciation or depletion, taking depreciation 
in the accounts based upon replacement values or recording plant at 
appraised values. 

In view of the fact that most of these corporations employ auditors 
to review their financial statements, it would not appear that com- 
pliance with the reporting requirements of the Securities and Ex- 
change Commission would cost the corporations subject to the bill 
material additional expense. 

The study demonstrated that the proxy soliciting material and prac- 
tices of most of the corporations studied were wholly inadequate to 
furnish investors with the information necessary to exercise an in- 
formed vote. For example, in soliciting proxies for the election of 
directors, not even the identities of nominees for election were disclosed 
in 73 percent of the cases studied ; the principal occupation of directors 
and nominees was not disclosed in 87 percent of the cases; the security 
holdings of directors and nominees were not disclosed in 96 percent of 
the cases; and the remuneration paid to directors was not disclosed in 
98 percent of the cases. In over half the cases studied, the proxy 
forms which were used contained no form of ballot for the stockholder 
to indicate his vote on the proposals to be voted. 

It was necessary for us to limit our study with respect to section 
16 (b) to its application to cases of sponsorship by afhliated dealers, 
because information regarding the volume of trading in the securities 
of unlisted corporations by officers, directors and 10 percent stock- 
holders is not presently available. Sponsorship refers to a situation 
where a particular over-the-counter dealer makes a continuous market 
in the securities of a particular issue. The study showed that a dealer 
who was also a director of the corporation was an important factor in 





1270 STOCK MARKET STUDY 


maintaining an adequate market for the securities of the corportion in 
about 10 percent of the cases. No information, however, is presently 
available concerning the extent to which removal of individual offic T'S, 
directors and large stockholders from the trading markets in unlisted 
securities might impair the liquidity of such markets. 

It appears that there may be a significant number of transactions in 
the over-the-counter market falling within the provisions of section 
16 (b) of the Securities Exchange Act which do not involve short- 
swing speculation but rather relate to the maintenance of adequate and 
liquid markets. If trading markets are impaired by applying section 
16 (b) to such transactions, this would have an adverse effect upon 
security holders instead of conferring the benefits which the section 
was intended to afford. 

The Commission, therefore, recommends that the Congress defer 
considering the application of section 16 (b) to these corporations until 
further factual information regarding changes in ownership of the 
securities of corporations subject to the bill by insiders can be devel- 
oped from the reports to be filed under section 16 (a). 

In our comments of July 19, 1955, the Commission recommended the 
repeal of section 15 (d). That is the section I explained a few minutes 
ago. This recommendation was based on the belief that an insignifi- 
cant number of corporations now filing reports under section 15 (d) 
would not be subject to the bill. Our study, however, revealed that a 
total of 246 corporations, having total assets of $6 billion, now required 
to file financial reports with the Commission pursuant to section 15 (d), 
would be relieved of that obligation by the bill, either because they do 
not meet the stockholder test or the asset test, or because they are spe- 
cifically exempted by the bill. 

We, therefore, now recommend that section 15 (d) of the Securities 
Exchange Act should not be repealed as provided in the revised bill 
reported by the subcommittee. 

Gentlemen, subject to these two suggested revisions, the Commis- 
sion believes that the enactment of the bill would provide important 
additional protection to investors, that its effect upon the capital 
markets of the country would be "favorable, and that it would not 
unreasonably burden corporations subject to its provisions. 

We are advised by the Bureau of the Budget pursuant to Circular 
A-19 of the Office of the Bureau of the Budget that the Bureau has 
no objection to the views and comments which we have expressed on 
the bill. 

Thank you very much, Mr. Chairman. 

The Carman. Thank you, Mr. Armstrong. 

I have one or two questions. Do you feel that the exemption granted 
insurance companies by the bill is appropriate ? 

Mr. Armsrronc. We have not studied that question, Senator Ful- 
bright. The exemption for insurance companies was not in the bill, 
l believe e, as you originally introduced it, but it was in the bill as it 
was reported ‘by the subcommittee to the full committee. We took the 
bill in the form in which it was reported by the subcommittee to the 
full committee as the basis for the study, and we have no recent, up- 
to-date study on the financial reporting practices of insurance 
companies. 

The CuatrmMan. The question, as you know, was somewhat confused. 
There are rather extensive regulations of insurance companies by State 
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laws, and it was assumed by some that that was sufficient. But then 
later the thought was developed that those regulations are designed 
for the protection of the policyholders rather than for the security 
owners—that is, the people who invested in shares—and that perhaps 
they were not adequate. 

I think the committee would like very much to have a recom- 
mendation of the Commission on that point because of that somewhat 
equivocal position that arose due to, 1 think, a misundertsanding as 
to the nature of the regulations imposed by States. 

Mr. Armstronc. Well, we would be glad to undertake a study of 
that, Senator Fulbright, but I would be hesitant to express an opinion 
on it right off the cuff. 

The Caarrman. I understand that, but you can understand also 
what my point is. 

Mr. Armsrrone. Oh, certainly. 

The Cuatrman. A lot of people say, “Well, these States have very 
extensive regulations and we should not interfere with that.” They 
ought to be adequate, and they may be. I think we still are some- 
what uncertain in our own minds—lI am at least, speaking for myself. 

But I would respectfully request that the Commission give some 
thought to that—if they could give us a recommendation on what 
they think about that exemption. 

Mr. ArmstronG. Well, we would be delighted to do that, Senator. 
| do not know whether this would be a proper suggestion or not, but 
I make it in an effort to be helpful. It may be that such a study could 
parallel the study which we would like to make of the effect of the 
application of section 16 (b). 

The Cuarrman. Do you believe the bill should apply to all com! 
panies regardless of their size? 

Senator Busn. What is that question ? 

The Cuarrman. Do you believe the bill should be made to apply 
to all companies regardless of their size—that is, their assets ? 

Mr. Armsrrone. No. 

The Cuamman. You do not? 

Mr. Armsrrone. No, sir. 

The Cuamman. In your report of July 19-—that is why I wanted to 
clarify this point—I believe you recommended that there be no asset 
limitation in the bill but that the bill apply to any company with as 
many as 750 stockholders. 

Mr. Armstronc. Yes, sir. That is correct. And the answer which 
I now give is based upon the results of the study. 

The CHarrMan. So that 

Mr. Armstrrone. The study has been very helpful in clarifying our 
thinking on that point. And the recommendation that we then made 
was interrelated with the recommendation that section 15 (d) of the 
act be repealed because we thought that it would no longer be neces- 
sary. But the study developed the facts that indicated that around 
250—I gave the exact number a moment ago—corporations would be 
let. off if section 15 (d) were repealed and there were an asset test in 
the bill, and we think the interrelationship of an asset test as it is now 
in the bill with the nonrepeal of section 15 (d) would be most 
appropriate. 

The Cuammawn. I wanted to clarify that. 
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Mr. Armsrrone. Yes,sir. I think that is very helpful. 
The CHatrman. So that particular recommendation has been re- 
vised in the light of your study # 

Mr. ArmsTRONG. Yes, sir. 

The Cuarrman. Under what circumstances would it be proper for 
an officer or director of a corporation to trade in its company’s secu- 
rities within a period of 6 months? 

Mr. Armsrrone. Under section 16 (b) if he does there is a conclusive 
statutory presumption that he has abused insider information and 
hence he must refund to the company any profit received. 

We do not intend by our recommendations that the Congress defer 
the application of that provision to the companies that would be sub- 
ject to the bill to indicate any withdrawal from the basic philosophy 
expressed in section 16 (b) that a stockholder must not and should not 
abuse insider information to the detriment or at the expense of the 
stockholders for whom the insider is in a sense a fiduciary, but it is 
conceivable—and we believe that it will probably be developed in the 
course of the study to be the fact—that a considerable number of 
transactions in the stock of a company made by officers, directors and 
large stockholders are not the fruit of mside information, do not repre- 
sent an abuse of the officer’s, director’s or 10 percent stackholdar’s 
fiduciary obligations to the other stockholders, and may be necessary— 
in respect to the shares of these comparatively smaller companies 
where the number of shareholders is close to 750—in order to maintain 
an adequate liquid market for the shares of the stock. 

And it is that type of situation our study indicated—there might 
be about 10 percent of those cases, based on our sampling study—it is 
that type of situation that we felt would justify deferral of the appli- 
cation of that section. Because I think that the ability of corpora- 
tions to go into the capital market to raise new capital in the years 
ahead is going to be vitally important, and if by reason of some non- 
liquidity in the trading market for the shares of companies that would 
be subject to this legislation the ability of the companies to go into 
the new-issue market to raise new capital might be impaired or 
hindered, I believe that that is something which would not be good 
for the economy and something which this committee of the Congress 
would be very loath to have happen. 

The Cizarrman. Does the Senator from Indiana have any questions? 

Senator Cargenart. No questions. 

The Cuatmman. The Senator from Alabama. 

Senator SparkMAN. No questions, Mr. Chairman. 

The Cuarrman. The Senator from Utah. 

Senator Bennett. I have not been here long enough. I am trying 
to read the statement. 

The CHarrMaAN. We will come back to you. 

The Senator from New York. 

Senator Lenman. I just want to refresh my memory a little bit on 
this. We had our hearings a long time ago. 

Mr. Armstrone. Yes, sir. 

Senator Lenman. I do not recall all the provisions of the existing 
legislation. 

If we followed your suggestion—and there may be merit in it— 
not to delete section 15 (d), where would we stand? What would the 
bill provide for then? Merely that a company having $2 million of 
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assets or $1 million of indebtedness and 750 stockholders would have 
to file but nobody else? Is that correct? 

Mr. Armstrong. Not quite accurate, if I understood you correctly, 
Senator Lehman. The test is 750 stockholders or a million dollars of 
debt securities in the hands of the public and $2 million of assets. I 
do not know whether I can explain it very adequately for you, but our 
recommendation as to the repeal of section 15 (d) was based upon 
the accompanying vidnsitiiahaaibiel that there be no asset test at all. 
The bill as it was originally introduced provided for an asset test of 
$5 million, and we thought that by eliminating an asset test and 
eliminating section 15 (d) substantially the same result would be 
accomplished. 

But our study demonstrated that, there being a $2 million asset 
test, the repeal of section 15 (d) would let about 250 companies out 
that are now reporting and which we believe should continue to re- 
port under the basic philooophy of the securities laws. We believed 
that that was a technical thing that was probably totally unintended. 
It certainly was unintended by us. 

Senator Leuman. Then, if we did not delete section 15 (d) the 
situation would be every company with assets of $2 million and 750 
stockholders or $1 million of debt would have to report ¢ 

Mr. Armstrone. Yes, sir. 

Senator Lenman. And in addition to that, every company with $2 
million of assets—or with an issue 

Mr. Armstrone. In the original issue. 

Senator Lenman. Original issue. 

Mr. Armsrrona. Registered under the Securities Act. 

Senator Lenman. Would have to file a report ? 

Mr. Armstrona. Yes, sir. 

Senator Lenman. Regardless of the number of stockholders? Is 
that correct ? 

Mr. Armstrone. Yes, sir; that is correct. That is exactly right. 
And we felt that the basic philosophy of the Securities Act of 1933 
as it was amended by the inclusion in the Securities Exchange Act of 
1934 of section 15 (d) should be preserved; namely, that a company 
which has gone to the public with a new issue of securities, sale to the 
public of a new issue of securities in interstate commerce, should con- 
tinue to file periodic financial reports, annual reports certified, and 
such additional interim reports as we require provided the $2 million 
floor provided by section 15 (d) is met. 

Senator Sparkman. Will the Senator yield to me for just one clari- 
fying question ? 

Mr. Armstrona. [ hope I made it clear to the Senator. 

Senator Sparkman. In order to clear this in my own mind, let me 
ask you, isn’t this true: The bill does not seek to repeal section 15 (d) ? 

Mr. Armstrona. In its present form it does, sir. 

Senator SparkMaAN. That was the recommendation of the Commis- 
sion after its initial study? What you are doing now is you are revers- 
ing that recommendation ? 

r. Armstrone. Reversing that, Senator Sparkman. 

Senator SparkMAN. But it still is not in the bill and has not been 
in the bill ? 

Senator Lenman. It is in the committee print. 
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Senator Sparkman. It was changed following the study, but not in 
the original bill. 

Mr. Armsrrone. Yes, sir; but we are reversing that on the basis of 
what our study developed. And it was a technical thing and I think 
unanticipated. 

Senator Leuman. May I ask you one more question ? 

Mr. Armstronc. Yes, sir. 

Senator Lenman. You also recommend now, as I understand, hold- 
ing in abeyance this provision which would require the insiders, owners 
of 10 percent of the stock, to pay in to the company any profit which 
they made on short-term transactions. Will you refresh my memory 
on that? What is meant by a short-time transaction ? 

Mr. Armstrone. Six months. Purchase and sale, or sale and pur- 
chase. And we believe that that is one of the very important provi- 
sions of the Securities Exchange Act, because certainly insiders should 
not be permitted to trade against the stockholders for whom the insider 
is in the legal sense in a fiduciary position. But the section 16 (b) 
provides a conclusive presumption that inside information has been 
abused, and in this area of smaller companies, with the attendant spon- 
sorship problem in which dealer firms having an affiliation with the 
company maintain a trading market, we felt that we should have time 
to study more precisely than we have been able to do, because the data 
are not available, just what effect that would have on the capital mar- 
kets for those companies. 

I think T might explain, Senator Lehman, that the imposition of 
section 16 (a) would be vital to the production of the information 
needed to evaluate the problem, because section 16 (a) provides that 
any stockholder, or rather any 10-percent stockholder, officer, or direc- 
tor making a transaction in the stock of the company, must file a report 
with the Securities and Exchange Commission. We get those reports 
on all the listed companies, and we publish a monthly bulletin so they 
are immediately made public, and the entire public is able to determine 
whether insiders are switching in and out. 

Now, of course, if section 16 (a) is applied to these companies, those 
reports will have to be made and we will be able to determine to what 
extent there is 6 months’ trading in these securities and to what extent 
that trading is important from the standpoint of the maintenance of 
liquid markets in the securities. 

We also may be able in the course of that, by investigation and dis- 
cussion with the persons making short-swing transactions, to determine 
in individual cases whether inside information is being abused, which 
would indicate that the section should be applied to these companies 
or whether it is not being abused but whether the purpose of the trans- 
action is to maintain adequate liquid markets. 

Senator Leuman. May I just ask for the record: As I understand 
it now, you are not necessarily opposing or changing your position in 
regard to this provision ? 

Mr. Armsrrone. No, sir. 

Senator Lenman. You are simply asking that it be held in abey- 
ance until a further study can be made ? 

Mr. ArmstronG. That is correct, sir. 

Senator Lenman. And, second, your reason for having some doubts 
with regard to this is that you ean contemplate or you can conceive 
of situations where it might actually be of interest to the company 





STOCK MARKET STUDY 1275 


to have this inside buying, trading, for the purpose of creating or 
maintaining a steady or liquid market? Is that your reason ¢ 

Mr. Armstrone. That is exactly right, Senator Lehman. 

Senator Lenman. Is there any other reason ? 

Mr. Armstrone. No, sir; none. And I want to be very clear-—— 

Senator Lenman. Also, it is not your idea to relieve the insiders 
from the necessity of reporting their transactions / 

Mr. Armstrong. No, sir. That should be enacted. 

Senator Lenman. Would that be a matter of public record ? 

Mr. Armstrong. Yes, sir. 

Senator Lenman. So that everybody would know, so the stock- 
holders would know, what the directors and large owners have done? 

Mr. Armstrrone. That is correct. We think that is one of the vital 
provisions of the existing law as it applies to the listed companies. 
The publication which we get out monthly of transactions by insiders 
is one of the most heavily subscribed to publications by the public. 
We think the publicity that is attendant upon trading by insiders is 
an extremely important protection for the public. 

I should also mention, Senator Lehman, that we are recommending 
the enactment of section 16 (c), which prohibits short sales by officers, 
directors, and 10-percent stockholders. 

Senator Lenman. That is prohibited now ¢ 

Mr. Armstrone. It would be prohibited with respect to these com- 
panies if this bill should be enacted. 

Senator Lenman. Oh. 

Mr. Armstrrone. We think that is in the public interest. 

Senator LeuMan. It is not prohibited now ? 

Mr. ArmstronG. It is prohibited only with respect to the listed 
companies, not with respect to these companies. 

Senator Leaman. Is it prohibited in respect of the listed com- 
panies ¢ 

Mr. Armstrone. Yes, sir. 

Senator Leaman. Under the present legislation ? 

Mr. Armstrone. Yes, sir; that is correct. 

Senator Leuman. I think it is very good that it should be pro- 
hibited. 

Mr. Armstrone. Yes. Weagree with that. 

Senator Leuman. I was not sure. 

The Cuamman. Any further questions? 

Senator Lenman. No. 

The Cuatrman. Does the Senator from Maine have any ques- 
tions ¢ 

Senator Payne. I would just like to ask one, Mr. Chairman. I 
would like to ask it with reference to a statement made on page 3. 
I wonder if you or some member of your staff would be willing, Mr. 
Armstrong, to advise me what you mean by “accepted accounting 
practice” ? 

What I am getting at: Is that the accepted accounting practice as 
laid down by the Commission, or is it the commonly accepted ac- 
counting practice ? 

Armstrona. Senator Payne, would you help me by giving 
me where that phrase appears? Isee. Line 4. “Failure to follow 
an accepted accounting practice which materially affected the results 
presented.” Well, I think I will call on Mr. King, the chief account- 
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ant for the Commission, to give you examples of failures to follow 
accepted accounting practices. 

Senator Payne. I am not so anxious to have the examples of fail- 
ure to follow. What I am anxious to know is whether or not these ac- 
counting practices that are acceptable to the Commission are laid down 
by the Commission, or whether they are commonly accepted account- 
ing practices. 

The Cuarrman. Any further questions? 

Senator Busn. I understand you do recommend this—the Com- 
mission—unanimously now ? 

Mr. Armstrone. Oh, yes, sir. Yes, Senator Bush, this is the unani- 
mous recommendation of the Commission. 

Mr. Kine. I think I can answer the Senator’s question very shortly. 
The accepted accounting practices referred to here are those of the 
Commission but worked out with the assistance and approval of the 
accounting profession, so that, in short, there is no distinction between 
our accounting practices and generally accepted 

Senator Payne. Do your accounting practices as adopted generally 
comply with the so-called accounting practices that are generally fol- 
lowed by the Internal Revenue Service so as to determine the correct 
reflection of the operation of a company ? 

Mr. King. No; they do not. There are various differences between 


generally accepted accounting practice—whether or not it is the 
Commission’s accounting practice—and the Internal Revenue. But 
those are only on certain points. 

Senator Payng. Do you have prepared in rather detailed form what 
you have established as your accepted accounting practices? Do you 


have those laid down? 

Mr. Kina. Senator, we have a general accounting regulation, regu- 
lation S—X, which prescribes the form and content without prescrib- 
ing principles. The principles are left to the accounting profession, 
generally speaking, to determine. We have some differences of opin- 
ion once in a while but—— 

Senator Payne. You will find differences of opinion among most 
any 

Mr. Kine. We can find them easily. But, generally speaking, our 
regulation S—X prescribes the form and content of the statements 
that are to be presented for public consumption, and, generally speak- 
ing, they are in agreement with what is considered to be generally 
accepted accounting principles. 

Senator Payne. How large a compilation is this so-called financial 
or accounting practice that you have laid down—that is, the general 
policy? : 

ae Kine. I have a copy of it. 

Senator Payne. Do you have an extra one there? 

Mr. Kina. I have one in my bag there. 

Senator Payne. If you do have, I would like to have it. That is 
all. I would like to go over it. 

I think that is all I have, Mr. Chairman. 

Senator Bus. I was just going to ask the chairman: Have you any 
estimate of how much of an additional burden of expense this will put 
on the Commission if this legislation passes ? 

Mr. Armsrrone. Yes, Senator Bush, we do. We indicated that we 
thought it would probably involve an additional budgetary amount 
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of a half a million dollars on an annual basis. We also felt that an 
additional amount of money would be needed during the 2 years of the 
study of the section 16 (b) problem—probably $100,000 for each of 2 
years. 

Now, I am awfully glad to have had that question raised, Senator 
Bush, if you will permit me to continue for just a minute, because one 
of the acute problems of the Securities and Exchange Commission 
over the years—and it has been a very long-range trend which has 
been recently reversed—is the continuing decline in the appropriations 
and hence in the number of personnel of the Commission. And in 
the past 2 years, with very much more active securities markets than 
existed in the past, which in turn resulted from the increased economic 
activity in the country, we have had a very serious enforcement prob- 
lem. And in fiscal 1956 for the first time in over 10 years we received 
an increase in our appropriation over the previous fiscal year. And 
in fiseal 1957, I am extremely happy to say that our appropriation 
will again be increased over fiscal 1956. 

In terms of overall problems, the number of personnel employed by 
the Commission in 1941 was about 1,800. In 1950 it was about 1,100. 
And in 1955 it got down under 700. As a result of the appropriation 
for fiscal 1957, we estimate that it will be about 800. 

I think it extremely important that the enactment of this legisla- 
tion be accompanied by an increase in appropriation sufficient to cover 
the additional workload of the Commission occasioned by the en- 
actment of this legislation. It must not interfere with the enforce- 
ment work which we are presently doing, and it must not interfere 
with the work of the broker-dealer inspections and the work of the 
processing of registration statements and financial reports under the 
Securities Act and the Securities Exchange Act. It is very important 
that it not cut into that vital enforcement work which we have been 
doing everything we can to strengthen. 

Senator Busu. Do you think you have adequate funds for this 
enforcement work in the 1957 budget or not? 

Mr. Armstrone. Yes, sir; we do for 1957. I would not want to pre- 
dict what we might ask for for 1958, because these problems are con- 
tinuing problems, and you step from day to day from one difficult 
one to another. And those budgetary requests are made up months 
in advance. We will be sitting down a month from now preparing 
our 1958 estimate. But a year from now when the 1958 estimate has 
been converted into an appropriation, we will hope that our judgment 
was right 11 months earlier. 

Senator Morse. Will the Senator from Connecticut yield at that 
point ? 

Senator Busu. I yield. 

Senator Morse. 1 want to supplement what I think the Senator 
is seeking to bring out. Do I understand from the witness that, 
assuming hypothetically now that we should pass this bill, you would 
need a considerable increase in the appropriation for your agency in 
order to carry out the provisions of the bill ? 

Mr. Armstronc. That is right. 

Senator Morse. Because if you do not get sufficient appropriations 
it would interfere with the other administrative work of your agency ? 

Mr. Armstrone. That is correct, Senator. 
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Senator Morse. Do you agree with me if it could be shown—and 
I am speaking hypothetically—that the bill is in the public interest, 
that the committee should not hesitate to pass the bill simply because 
additional appropriations may be needed in order to carry out its 
provisions ¢ 

Mr. Armstrone. I do. 

Senator Morsz. I was at the Committee on Interior and Insular 
Affairs this morning and I missed your testimony. Could you tell me 
whether or not the position that your agency takes is in support or 
against the bill? 

Mr. Armstronec. In support. 

Senator Morsr. Your agency thinks that the bill would be in the 
interest of security purchasers in the country / 

Mr. Armstrona. Security holders and security purchasers, yes. 

Senator Morsr. That is all, Mr. Chairman. 

The Cuamman. Any further questions? 

Senator Bennerr. No questions. 

Mr. Armstrrona. Senator Bush, if it would be appropriate, we have 
a table on action taken on budget estimates and appropriations for the 
years from fiscal 1949 through 1956 in a chart, and if it would be appro- 
priate we can furnish it. 

The Cuarrman. We can put that in the record. 

Senator SparKMAN. Let’s put them in the record. 

(The table and chart referred to follow :) 





6 
Pp 
& 
D 
ei 
3 
s 
: 
3 
D 


O80 ‘GR ‘S 


080 ‘962 “¢ 


080 ‘ens ‘¢ 


080 ‘ove ‘g 


026 ' bOL— 
000 ‘096 “¢ 


000 ‘OlkF— 
000 ‘098 “OS 


fou Jy 


08% “ers * g 
“000' ‘cep 
08% ‘aze 9 


000 ‘OEz ‘9 





260 ‘I 


Ost ‘gue ‘g 
029 “oce— 
000 ‘669 “¢ 


000 ‘¢zz— 
000 ‘$26 ‘¢ 
000 ‘Is9— 
000 “s09 ‘9$ 


queur 
| -Aojdure 
osB10AV 


Aguoyy 





que 
-Aojdu | 
OFBIOAY 


| 000 ‘00T— 
000 ‘00¢+ 


000 ‘c6z— 


000 ‘Oge ‘9 
000 ‘OgT ‘9 
000 ‘Sz ‘9 
000 ‘ose — 


000 “E29 ‘9$ 


| 920 T 





| queUr 
| -Aofdure 
| O3BI0AV 


soupy 





092 ‘R28 ‘¢ 
09% “82T 


000 ‘026 ‘¢ 


00 ‘6Is— 
00F “682 “9S 


Aouo0 JT 





i 


| OFT ‘T2t ‘9 
000 “96z 
OFT ‘928 ‘ a 


OFT ‘928 ‘¢ 


OFT 9289 


098 ‘ez1— 
000 ‘000 9 


008 *F89— 
008 ‘689 ‘og 





Aouoyy 
OFB1VA VY 





| -Aojdure 
asVIVAYy 


“""""""B96T UT pelynbes @Arese1 £10EpuR Ly 
uorjersdordde [840.7 


~""" “9998010 
-ul Aed A1OFNIVIS 10} uonepidoidde feyueurrddny 
~-=--=-norsiidoidds fenuay 


===" -g9grosu0o Aq woTYy 
Te101GQNng 


----gyeueg aug Aq uoljOy 
“-=-=""-"TMOJang 
“----S@aTpeymesoidey Jo ssnopy oy} Aq uOTYy 
yIpng 23 JO nveing 94) Aq pomore JunoULy 
~----qaapng 9q} Jo neaing oy} Aq aoTOy 
~~~ -go8png oy} Jo nvoing oq} 0} pozuIqns oyeUITIs” 


quvUr 


uo}yaV 





| 
6P6T [89ST T | 


| “oner [80ST J 


TS6T [80ST T 


S961 [BST A ZS6T [BOST AT 


60650—56—pt. 2-A——-4 


9961 yoosy ybnosy; EYE] yoosyl wos suoyniidoiddy pun saynumysa jabpng uo uayn) UO 


NOISSINWO;) SZONVH IX GQNV SSLLIBONOAGg 











“S961 UT porynbel dAJesei A1OAVpUB Py 
000 ‘822 ‘¢ OST ‘Ebs ‘b ~====="--4OTBLIdoidde [840,J, 

000 ‘Eze OST ‘86 : 
| 000 ‘996 *b 2 000 ‘092 ‘F 669 


000 a. | 000 ‘sz— 9—- 
000 ‘2 ; 000 ‘SLL ‘F gOL 


| 000 a+ 6+ | 000 ‘92+ bI+ 080 “ote— histends , 7 7 “" “-=""""""94Bmeg oy} Aq uOTjOy 
000 ‘928° r ML 000 ‘002 “b 169 080 ‘9hZ ‘g : web tt = a 
026 ‘t , °g “x ' : SOAT}E}UESeIdeYy JO esnoy oy} Aq uoTPY 
a jospng oy} JO Nvemng eq} Aq pemol[e yuNOUTy 


~*~" sesBel0Uy Aed £104N4848 Jo} uoTyelidoidde peyuemeddng 
: ~--="""TOT;eLIdoldds jenunry 





seoreyu0o Aq WOl~Yy 








b 
a 
Y 
ee 
D 
& 
be 
: 
“ 
o 
° 
4 
D 


| 000 ‘“zz1— 000 ‘¢¢1— 9%— 
000 ‘BFL ‘8 l 000 ‘266 ‘F 000 ‘ses * | 212 | 000 ‘000 ‘ 
: = 


jospng ey} Jo nveing oy} Aq uoTPY 


£9— | 000 ‘OI8— , 
~-go3png oy} JO Nveing oY} 0} pozjUIQnsezeUulpjs|] 


| 
| ' 
000 “6FL ‘S$ 86 | 000 ‘266 ‘FS =| FR | O92 “6% ORL | 000 ‘OT8 ‘9 














| jue queUur quou 
Aou0 jy -Aojdue | Asuoyy | -Ao;dure Aouo yy | -Aojdure | 
| BBl0Ay | | OFRIOAY | OSBI0AY | 








| 





uoyoV 
OS6T [BOS AT | SS6T [BOS T | PRET [POST 


ponunu0g—ge6] poosyl ybno.y) BYEy yoosyl wosf suoynrsdoiddy pun saznwmiysa jabpng uo Uuayn} UOIPYp 





b 
: 
: 





9922 )uwD a2uese{ vO) pub ‘a1pwes ‘seni jDluesasdey {0 aS" *‘yadong [0 mesg 
SD S7¢en084 JIS 10wl81s0 wOss SIND JUaSascas BU; 1 0487 MO }AC SVARIOD/ 
s33ua4n0? [ 9 | 
SIND ISNOM JO MOLLVYOLSIY ILVNIS PAP: 
aivnas | s | 
S3ALLWANISBUG3Y 4O.BSNOH | H | 
agz90n8 4o-nvaune | 8 | 


N3NVL NOILOV 30 ON3Z931 





O3ZINOHINY 
$33A01dW3 
| JO Y3GWAN 


a, IDIOT ITIOT OTT POPIDITIVAT ALMA MAL 


oi | 





uh 9°3°S HIM 5 N 

* L o3uausio3w A 2 /VWHLST LIDONE H\ : 
wat som 2961 96 § SS § vS es GbE! ties 
" (uv3A IWOSId) 


SNOILVINdOUddY GNV N3NVL NOILOV ‘SSLVWILSS L390NE 


NOISSINWOD 3ONVHOX3S GNV S3ILINNDSS 


1282 STOCK MARKET STUDY 


The Cuarrman. In connection with that last question, what do you 
think about levying a small fee on the applicants who register securi- 
ties to pay the cost of the operation of the SEC? 

Mr. Armstrona. There are fees in the present statute, Senator 
Fulbright. 

The CHatrman. How much do they produce? What part of your 
budget do they produce? 

Mr. Armstrone. Interestingly enough, because of the activity in 
the securities markets, whereas 10 or 15 years ago they produced about 
20 percent of the total cost of operation of the agency, in fiscal 
i956 we estimate that they will produce about 32 percent. 

The two principal fees involved are the fee of one one-hundredth 
of 1 percent on the aggregate public offering price of securities reg- 
istered under the Securities Act for initial sale to the public, and I 
believe it is one five-hundredth of 1 percent of the price of securities 
trade on the listed markets. The latter fee is collected and paid by 
the registered securities exchanges. 

If you would be kind enough to leave a space in the record—I do not 
have those figures with me, although we gave them to the Appropria- 
tions Committee—they could be included. They are very interesting 
figures. 

Senator Busn. I think it would be good to have them, Mr. Chair- 
man, in the record. 

The Cuarrman, I think so, too. I would like to have those figures. 

(The figures referred to follow:) 


STATEMENT OF ACTUAL 1955 FEES AND ESTIMATED FES FoR 1956 AND 1957 


The fees collected by the Securities and Exchange Commission’ in the fiscal 
year 1955, and the estimated fees for fiscal 1956 and 1957 are as follows: 


Character of fee Actual, 1955 956 Estimated, 


Registration of securities under the Securities Act of 1933 !. a9 $1, 101, 337 
From stock exchanges under sec. 31 of the Securities Exchange 
Dae ee BE Bin ctiae cc cctccncken a 
Qualification of trust indentures * 
Sale of photo duplications___.---- 
Sale of scrap and salvage waste- 
Recoveries, jury duty... ...---. 
Other fees 


' Yoo of 1 percent of the maximum aggregate price at which securities are proposed to be offered. 

2 Léoo of 1 percent of the aggregate dollar amount of the sales of securities on registered national securities 
exchanges. 

2 A fee of $100 is required for each application filed for the qualification of trust indentures. 


The Cxamman. I think it would be a good thing for you to give 
us a recommendation, if you feel so inclined, for the Commission to 
give us a recommendation for our consideration, as to how perhaps an 
equitable way of increasing that income might be found. Particularly 
if this large number of 1,200 new companies comes in, they might pay a 
small amount. I would not think it would be very burdensome on 
them. It is spread over a very large field. 


! Fees are covered into Treasury as miscellaneous receipts and are not available to the Commission for 
expenditure. The only money available for the Commission to spend is that which is appropriated by 
the Congress. 
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But, in any case, we are not prepared to go into the details now, 
but I think the committee would like to have some recommendations 
or at least a statement of facts, and perhaps an alternative, from the 
Commission. You already have that material I am sure. 

Mr. Armsrrone. Yes, sir, we do. The fact that the fee under the 
Exchange Act and the fee with respect to transactions in listed securi- 
ties is collected by and paid by the exchanges themselves makes it a 
very much easier administrative problem both from the standpoint 
of the persons trading in securities—that is, the public engaged in 
transactions—and from the standpoint of the agency. 

Let us consider that, and we will submit a recommendation to you. 

The Cuamman. There is another question too I am not clear about. 
I am not trying to put words in your mouth; I am asking you. Is it 
fair to say that, in view of the necessity of most of these companies 
affected by this bill to have audits, that they are of such size that 
they do have audits and they do prepare the basic material in any 
case, and the Commission feels that requiring this registration would 
not entail any substantial additional burden upon them? Is that 
a fair conclusion ¢ 

Mr. Armstrong. Thatisright. Entirely fair. 

The CuatrmaNn. Is that what you conclude? 

Mr. Armstrone. I think that is, absolutely. 

The Cuatmman. They are not, in effect, hindered or caused any 
great expense ? 

Mr. Armstrone. I do not believe they would be, because I believe 
that companies that are managing businesses of the size involved here 
do have outside auditors. Our study demonstrated that. And I can- 
not see that it would be very much more expensive for the auditors 
of these companies to have to put the reports to stockholders in the 
proper financial shape—proper in terms of the SEC accounting regu- 
lation and generally accepted accounting principles as the accounting 
profession regards that. 

The CHamman. It is understood you will furnish the committee 
with your recommendation about insurance companies as soon as you 
can? I mean you will consider that as soon as you practicably can? 
That is understood ? 

Mr. Armstrona. Yes, it is, Senator Fulbright, although I am doubt- 
ful that it can be done quickly because it will mean a study. 

The CuatrmMaNn. As soon as you can, I said. 

One other question. On the proxy rules, have you supplied the 
committee or is there in our records any of your recommendations 
relating to what would be proper requirements in proxies? 

Mr. Armsrrone. Well—— 

_ The Cuarmman. I notice in your statement, on your page 3, that that 
is one of the chief defects in the proxy-soliciting material that you 
had examined. I wondered if you as a consequence of that developed 
what you call a model proxy solicitation. 

Mr. Armsrrone. Perhaps it would be helpful if we supplied for 
the record the proxy rules as they are presently in effect and perhaps 
some samples of good proxy-soliciting material put out by listed 
companies. 

The Cuarrman. You would apply the same ones to these in the bill ? 

Mr. Armsrrona. Absolutely. The standards are very simple. And, 
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of course, in large companies with many complicated relationships 
it may produce a document of some complexity. 
(The following was received for the record :) 


SECURITIES AND ExcHAncEe CoMMISSION, 
Washington 25, D. C., January 17, 1956. 


SECURITIES EXCHANGE Act oF 1934 
Release No. 5276 


ADOPTION OF AMENDMENTS TO PROXY RULES 


Lhe Securities and Exchange Commission has adopted certain amendments to 
its proxy rules contained in Regulation X-14 under the Securities Exchange’ Act 
of 1934. Notice of the proposed amendments and an invitation to submit 
comments and suggestions thereon were published on August 23, 1955. There 
after pursuant to notice published on November 4, 1955, a public hearing was 
held on November 17. On the basis of the comments and suggestions received 
from the public and the testimony in the public hearing, a revised draft of the 
proposed amendments was prepared and published for comment on December 14, 
1955. 

The Commission has now considered all of the comments and suggestions 
received and has determined that the proposed amendments should be adopted 
with certain modifications therein. The text of the amendments as adopted is 
attached hereto. 

The principal purpose of the amendments is to clarify the applicability of 
Regulation X-—14 to proxy contests with respect to the election or removal of 
directors. Accordingly, the rules have been expanded to spell out more specifi- 
cally the procedure to be followed and the information to be given in the case 
of such contests. The more important changes made in the rules are described 
below. 

The definition of the terms “solicit” and “solicitation” has been amended to 
make it clear that the furnishing of a form of proxy or other communication 
to security holders under circumstances reasonably calculated to result in the 
procurement, withholding, or revocation of a proxy constitutes a solicitation 
within the meaning of the rules. Thus, statements made for the purpose of 
inducing security holders to give, revoke, or withhold a proxy with respect to 
a matter to be acted upon by security holders of an issuer, including an election 
of directors, by any person who has solicited or intends to solicit proxies, 
whether or not such statements are accompanied by an express request to give, 
revoke, or withhold a proxy may involve a solicitation within the meaning of 
the regulation, depending upon the particular facts and circumstances. 

There was some concern expressed by persons commenting on this aspect of 
the amendments that all semiannual and quarterly reports and other communi- 
cations containing information and comment concerning the business of the 
character normally sent to security holders by corporate management during 
the course of a fiscal year might be deemed to involve a solicitation and to be 
proxy material under the revised definition. This problem is not a new one and 
has previously existed under the rules. It is not the intention of the Commission 
and it is not the purpose of the amendments to subject such communications to 
the proxy rules. In some situations, for example, where a proxy contest con- 
tinues from one year to another, the communications of both sides may constitute 
continuing solicitations which should be subject to the standards of the rule. In 
the ordinary case, it is not believed that this matter presents any real problem 
and the Commission has no desire to require the filing of the types of communi- 
cations normally sent to security holders during the year. 

The publication of reprints or reproductions of letters, advertisements, and 
other previously published material preparatory to or in connection with a 
solicitation, whether prior to or following a request that security holders give, 
revoke, or withhold a proxy, may involve the publication or distribution of proxy 
material which is subject to and should be filed with the Commission pursuant to 
the provisions of the rules. 

In order to clarify the applicability of the rules to soliciting material in the 
form of speeches, press releases, and radio or television scripts, a new provision 
has been added providing that such material may be, but is not required to be, 
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filed with the Commission prior to its use. However, such material must be 
filed not later than the date it is used or published. 

For many years, the proxy rules have provided that the annual report, a copy 
of which must be furnished to security holders, is not deemed to be proxy 
material. As a result of the Commission’s experience in a number of cases, the 
rules have been amended to provide that if any portion of the report is devoted 
to an attack or comment upon an opposition solicitation or opposition group, 
that portion of the report must be filed as proxy material in advance of publication. 

Under the proxy rules as they have been in effect for some years, the issuer 
is required to mail out proxy material for a security holder when requested to 
do so or in lieu thereof to furnish the security holder with a reasonably current 
list of security holders. Where the issuer elects to mail the material rather than 
furnish such a list, the rules have heretofore required that it must do so with 
reasonable promptness after receiving the material, but need not do so prior to 
the first day on which the solicitation is made on behalf of the management. 
Under the amended rules the security holder’s material must be mailed not later 
than the earlier of (1) a day corresponding to the first date on which the man- 
agement’s material was released to security holders for the last annual meeting, 
or (2) the first date on which solicitation was made on behalf of the management. 

Rule X—-14A-9 prohibits the making of solicitations which at the time and 
in the light of the circumstances under which they are made are false or mis- 
leading with respect to any material fact or which omit to state any material 
fact necessary in order to make the statements therein not false or misleading. 
The amendments add a note to this rule which illustrates: certain types of state- 
ments which may be misleading within the meaning of the rule, depending upon 
the facts and circumstances of the particular case. 

The specific requirements with respect to contests are set forth in a new rule 
X-14A-11. The general effect of this rule is to require in case of a contest 
with respect to the election or removal of directors, that the participants in 
the contest shall file with the Commission specific information regarding their 
identity and background, their interest in securities of the issuer, and certain 
other information having a bearing upon the contest. A new schedule 14B sets 
forth the information required to be included in such statements. A summary 
of such information is required to be included in the proxy material of the 
particular participant or group on whose behalf the solicitation is made. 

The amendments are adopted pursuant to sections 14 (a) and 23 (a) of the 
Act. In view of the length of time the amendments have been under considera- 
tion, the wide publicity given them, and the desirability of having them become 
effective as soon as practicable, the Commission has determined that the amend- 
ments shall become effective January 30, 1956. 

sy the Commission. 


OrvAL L. DuBots, Secretary. 


AMENDMENTS TO Proxy RULES 


I. The definition of the term “solicitation” in Rule X—14A-1 is amended to 
read as follows: 

“Solicitation: The terms ‘solicit’ and ‘solicitation’ include— 

“(1) any request for a proxy whether or not accompanied by or included 
in a form of proxy: 

““(2) any request to execute or not to execute, or to revoke, a proxy; or 

“(3) the furnishing of a form of proxy or other communication to security 
holders under circumstances reasonably calculated to result in the procure- 
ment, withholding, or revocation of a proxy.” 

The terms do not apply, however, to the furnishing of a form of proxy to a 
security holder upon the unsolicited request of such security holder, the per- 
formance by the issuer of acts required by Rule X—14A-~7, or the performance by 
any person of ministerial acts on behalf of a person soliciting a proxy. 

II. The first sentence of Rule X-14A-—2 is amended as follows: 

“The rules contained in this regulation apply to every solicitation of a proxy 
with respect to securities listed and registered on a national securities exchange, 
; vee or not trading in such securities has been suspended, except the 
ollowing :” 

III. A new paragraph (g) is added to Rule X-14A-6 to read as follows: _ 

“(g) Notwithstanding the provisions of paragraphs (a) and (b) of this rule 
and of paragraph (e) of Rule X—14A-11, copies of soliciting material in the 
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form of speeches, press releases, and radio or television scripts may, but need 
not. be filed with the Commission prior to use or publication. Definitive copies, 
however, shall be filed with or mailed for filing to the Commission as required 
by paragraph (c) not later than the date such material is used or published. 
The provisions of paragraphs (a) and (b) of this rule and of paragraph (e) of 
Rule X—14A-11 shall apply, however, to any reprints or reproductions of all or 
any part of such material.” 

IV. Paragraph (b) of Rule X—14A-7 is amended to read as follows: 

(b) (1) Copies of any proxy statement, form of proxy or other communication 
furnished by the security holder shall be mailed by the issuer to such of the 
holders of record specified in (a) (1) above as the security holder shall designate. 
The issuer shall also mail to each banker, broker, or other person specified in 
(a) (2) above a sufficient number of copies of such proxy statement,.form of proxy 
or other communication as will enable the banker, broker, or other person to 
furnish a copy thereof to each beneficial owner solicited or to be solicited 
through him. 

“(2) Any such material which is furnished by the security holder shall be 
mailed with reasonable promptness by the issuer after receipt of a tender of the 
material to be mailed, of envelopes or other containers therefor and of postage 
or payment for postage. The issuer need not, however, mail any such material 
which relates to any matter to be acted upon at an annual meeting of security 
holders prior to the earlier of (i) a day corresponding to the first date on which 
management proxy soliciting material was released to security holders in con- 
nection with the last annual meeting of security holders, or (ii) the first day on 
which solicitation is made on behalf of management. With respect to any such 
material which relates to any matter to be acted upon by security holders other- 
wise than at an annual meeting, such material need not be mailed prior to the 
first day on which solicitation is made on behalf of management. 

“(3) Neither the management nor the issuer shall be responsible for such 
proxy statement, form of proxy or other communication.” 

V. The following note is added after the text of Rule X—14A-9: 

“‘Nore.—The following are some examples of what, depending upon particu- 
lar facts and circumstances, may be misleading within the meaning of this rule: 

(a) Predictions as to specific future market values, earnings, or dividends. 

“(b) Material which directly or indirectly impugns character, integrity, or 
personal reputation, or directly or indirectly makes charges concerning improper, 
illegal, or immoral conduct or associations, without factual foundation. 

““(c) Failure to so identify a proxy statement, form of proxy and other solicit- 
ing material as to clearly distinguish it from the soliciting material of any other 
person or persons soliciting for the same meeting or subject matter. 

“(d) Claims made prior to a meeting regarding the results of a solicitation.” 

VI. A new Rule X-14A-~11 is adopted to read as follows: 

“Rule X-14A-11. Special Provisions Applicable tc Election Contests: 

“(a) Solicitations to which this rule applies.—This rule applies to any solici- 
tation subject to this regulation by any person or group of persons for the pur- 
pose of opposing a solicitation subject to this regulation by any other person or 
group of persons with respect to the election or removal of directors at any an- 
nual or special meeting of security holders. 

(b) Participant or Participant in a Solicitation—For purposes of this rule 
the terms “participant” and “participant in a solicitation” include the follewing: 

“(1) the issuer; 


“(2) any director of the issuer, and any nominee for whose election as a 
director proxies are solicited ; 

“(3) any committee or group which solicits proxies, any member of such 
committee or group, and any person whether or not named as a member who, 
acting alone or with one or more other persons, directly or indirectly, takes 
the initiative in organizing, directing or financing any such committee or 
group: 

“(4) any person who finances or joins with another to finance the solicita- 
tion of proxies, except persons who contribute not more than $500 and who 
are not otherwise participants; 

“(5) any person who lends money or furnishes credit or enters into any 
other arrangements, pursuant to any contract or understanding with a par- 
ticipant, for the purpose of financing or otherwise inducing the purchase, sale, 
holding or voting of securities of the issuer by any participant or other per- 
sons, in support of or in opposition to a participant; except that such terms 
do not include a bank, broker or dealer who, in the ordinary course of 
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business, lends money or executes orders for the purchase or sale of secu- 

rities and who is not otherwise a particij ant; 

(6) any other person who solicits proxies: 

“provided, however, that such terms do not include (i) any person or organiza- 
tion retained or employed by a participant to solicit security holders, or any 
person who merely transmits proxy soliciting material or periorms ministerial or 
clerical duties; (ii) any person employed by a participant in the capacity of at- 
torney, accountant, or advertising, public relations or unancial adviser, and whose 
activities are limited to the performance of his duties in the course of such em- 
ployment; (iii) any person regularly employed as an officer or employee of the 
issuer or any of its subsidiaries who is not otherwise a participant; or (iv) any 
officer or director of, or any person regularly employed by, any other participant, 
if such officer, director, or employee is not otherwise a participant. 

“(c) Filing of Information Required by Schedule 14B 

“(1) No solicitation subject to this rule shall be made by any person other 
than the management of an issuer unless at least five business days prior thereto, 
er such shorter period as the Commission may authorize upon a showing of good 
cause therefor, there has been filed, with the Commission and with each national 
securities exchange upon which any security of the issuer is listed and registered, 
by or on behalf of each participant in such solicitation, a statement in duplicate 
containing the information specified by Schedule 14B. 

2) Within five business days after a solicitation subject to this rule is made 
by the management of an issuer, or such longer period as the Commission may 
authorize upon a showing of good cause therefor, there shall be filed, with the 
Commission and with each national securities exchange upon which any security 
of the issuer is listed and registered by or on behalf of each participant in such 
solicitation, other than the issuer, a statement in duplicate containing the in- 
formation specified by Schedule 14B. 

“(3) If any solicitation on behalf of management or any other person has been 
made, or if proxy material is ready for distribution, prior to a solicitation sub- 
ject to this rule in opposition thereto, a statement in duplicate containing the 
information specified in Schedule 14B shall be filed by or on behalf of each par- 
ticipant in such prior solicitation, other than the issuer, as soon as reasonably 
practicable after the commencement of the solicitation in opposition thereto, 
with the Commission and with each national securities exchange on which any 
security of the issuer is listed and registered. 

“(4) If, subsequent to the filing of the statements required by subparagraphs 
(1), (2), and (3) above, additional persons become participants in a solicitation 
subject to this rule, there shall be filed, with the Commission and each appro- 
priate exchange, by or on behalf of each such person a statement in duplicate 
containing the information specified by Schedule 14B, within three business days 
after such person becomes a participant, or such longer period as the Commis- 
sion may authorize upon a showing of good cause therefor. 

“(5) If any material change occurs in the facts reported in any statement 
filed by or on behalf of any participant, an appropriate amendment to such 
statement shall be filed promptly with the Commission and each appropriate 
exchange. 

“(6) Each statement and amendment thereto filed pursuant to this para- 
graph (c) shall be part of the official public files of the Commission and for pur- 
poses of this regulation shall be deemed a communication subject to the pro- 
visions of Rule X-14A-9. 

“(d) Solicitations Prior to Furnishing Required Written Prory Statement.— 
Notwithstanding the provisions of Rule X=-14A-3 (a), a solicitation subject to 
this rule may be made prior to furnishing security holders a written proxy 
statement containing the information specified in Schedule 14A with respect 
to such solicitation, provided that— 

“(1) The statements required by paragraph (c) of this rule are filed by 
or on behalf of each participant in such solicitation. 

“(2) No form of proxy is furnished to security holders prior to the time 
the written proxy statement required by Rule X-14A-3 (a) is furnished 
to security holders: Provided, however, that this subparagraph (2) shall 
not apply where a proxy statement then meeting the requirements of 
Schedule 14A has been furnished to security holders. 

“(3) At least the information specified in Items 2 (a) and 3 (a) of the 
statement required by paragraph (c) to be filed by each participant, or an 
appropriate summary thereof, is included in each communication sent or 
given to security holders in connection with the solicitation. 
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“(4) A written proxy statement containing the information specified in 
Schedule 14A with respect to a solicitation is sent or given security holders 
at the earliest practicable date. 

“(e) Solicitations prior to furnishing required written proxy statement— 
Filing Requirements.—Three copies of any soliciting material proposed to be sent 
or given to security holders prior to the furnishing of the written proxy state- 
ment required by Rule X-14A-3 (a) shall be filed with the Commission in pre- 
liminary form, at least five business days prior to the date definitive copies of 
such material are first sent or given to security holders, or such shorter period 
as the Commission may authorize upon a showing of good cause therefor. 

“(f) Application of this rule to Annual Report.—Notwithstanding the pro- 
visions of Rule X-14A-3 (b) and (c), three copies of any portion of the annual 
report referred to in Rule X—14A-3 (b) which comments upon or refers to any 
solicitation subject to this rule, or to any participant in any such solicitation, 
other than the solicitation by the management, shall be filed with the Commis- 
sion aS proxy material subject to this regulation. Such portion of the annual 
report shall be filed with the Commission in preliminary form at least five busi- 
ness days prior to the date copies of the report are first sent or given to security 
holders. 

“(g) Application of Rule X-14A-6.—The provisions of paragraphs (c), (4d), 
(e), (f), and (g) of Ruie X—-14A-6 shall apply, to the extent pertinent, to solicit- 
ing material subject to paragraphs (e) and (f) of this Rule X-14A-11. 

“(h) Use of reprints or reproductions.—In any solicitation subject to this rule, 
soliciting material which includes, in whole or part, any reprints or reproductions 
of any previously published material shall: 

“(1) State the name of the author and publication, the date of prior 
publication, and identify any person who is quoted without being named 
in the previously published material. 

““(2) Except in the case of a public official document or statement, state 
whether or not the consent of the author and publication has been obtained 
to the use of the previously published material as proxy soliciting material. 

“(3) If any participant using the previously published material, or any- 
one on his behalf, paid, directly or indirectly, for the preparation or prior 
publication of the previously published material, or has made or proposes 
to make any payments or give any other consideration in connection with the 
publication or republication of such material, state the circumstances.” 

VII. Item 3 of Schedule 14A is amended to read as follows: 

“Item 3. Persons Making the Solicitation : 

(a) Solicitations not subject to Rule X-14A-—11.— 

(1) If the solicitation is made by the management of the issuer, so state. Give 
the name of any director of the issuer who has informed the management in 
writing that he intends to oppose any action intended to be taken by the manage- 
ment and indicate the action which he intends to oppose. 

““(2) If the solicitation is made otherwise than by the management of the 
issuer, so state and give the names of the persons by whom and on whose behalf 
it is made. 

“(3) If the solicitation is to be made otherwise than by the use of the mails, 
describe the methods to be employed. If the solicitation is to be made by spe- 
cially engaged employees or paid solicitors, state (i) the material features of any 
contract or arrangement for such solicitation and identify the parties, and (ii) 
the cost or anticipated cost thereof. 

“(4) State the names of the persons by whom the cost of solicitation has been 
or will be borne, directly or indirectly. 

“(b) Solicitations subject to Rule X-14A-11.— 

“(1) State by whom the solicitation is made and describe the methods em- 
ployed and to be employed to solicit security holders. 

“(2) If regular employees of the issuer or any other participant in a solicita- 
tion have been or are to be employed to solicit security holders, describe the 
class or classes of employees to be so employed, and the manner and nature of 
their employment for such purpose. 

“(3) If specially engaged employees, representatives or other persons have 
been or are to be employed to solicit security holders, state (i) the material 
features of any contract or arrangement for such solicitation and identify the 
parties, (ii) the cost or anticipated cost thereof, and (iii) the approximate num- 
ber of such employees or employees of any other person (naming such other 
person) who will solicit security holders. 
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“(4) State the total amount estimated to be spent and the total expenditures 
to date for, in furtherance of, or in connection with the solicitation of security 
holders. 

“(5) State by whom the cost of the solicitation will be borne. If such cost is 
to be borne initially by any person other than the issuer, state whether reimburse- 
ment will be sought from the issuer, and, if so, whether the question of such 
reimbursement will be submitted to a vote of security holders. 

“Instruction.—With respect to solicitations subject to Rule X-—14A-11, costs 
and expenditures within the meaning of this Item 3 shall include fees for attor- 
neys, accountants, public relations or financial advisers, solicitors, advertising, 
printing, transportation, litigation and other costs incidenta) to the solicitation, 
except that the issuer may exclude the amounts of such costs represented by the 
amount normally expended for a solicitation for an election of directors in the 
absence of a contest, and costs represented by salaries and wages of regular 
employees and officers, provided a statement to that effect is included in the 
proxy statement.” 

VIII. Item 4 of Schedule 14A is amended to read as follows: 

“Item 4. Interest of Certain Persons in Matters to be Acted Upon: 

“(a) Solicitations not subject to Rule X-—14A-—11.—Describe briefly any sub- 
stantial interest, direct or indirect, by security holdings or otherwise, of each of 
the following persons in any matter to be acted upon, other than elections to 
office : 

“(1) If the solicitation is made on behalf of management, each person who 
has been a director or officer of the issuer at any time since the beginning of the 
last fiscal year. 

“(2) If the solicitation is made otherwise than on behalf of management, each 
person on whose behalf the solicitation is made. Any person who would be a 
participant in a solicitation for purposes of Rule X—14A~1i1 as defined in para- 
graph (b) (3), (4), (5), and (6) thereof shall be deemed a person on whose 
behalf the solicitation is made for purposes of this paragraph (a). 

“(3). Each nominee for election as a director of the issuer. 

“(4) Each associate of the foregoing persons. 

“Instruction.—Except in the case of a solicitation subject to this regulation 
made in opposition to another solicitation subject to this regulation, this sub- 
item (a) shall not apply to any interest arising from the ownership of securities 
of the issuer where the security holder receives no extra or special benefit not 
shared on a pro rata basis by all other holders of the same class. 

“(b) Solicitations subject to Rule X-14A-11.— 

“(1) Describe briefly any substantial interest, direct or indirect, by security 
holdings or otherwise, of each participant as defined in Rule X—14A-11 (b) (2), 
(3), (4), (5), amd (6), in any matter to be acted upon at the meeting, and 
include with respect to each participant the information, or a fair and adequate 
summary thereof, required by Items 2 (a), 2(d), 3, 4 (b), and 4 (c) of Schedule 
14B. 

“(2) With respect to any person named in answer to Item 6 (b), describe any 
substantial interest, direct of indirect, by security holdings or otherwise, that 
he has in any matter to be acted upon at the meeting, and furnish the informa- 
tion called for by Item 4 (b) and (c) of Schedule 14B.” 

IX. Item 7 (¢) of Schedule 14A is revised as follows: 

“(c) Describe briefly all remuneration payments (other than payments re- 
ported under paragraph (a) or (b) of this item) proposed to be made in the 
future, directly or indirectly, by the issuer or any of its subsidiaries pursuant to 
any existing plan or arrangement to (i) each director or officer named in answer 
to paragraph (a) (1), naming each such person, and (ii) all directors and officers 
of the issuer as a group, without naming them. 

“Instruction.—Information need not be included as to payments to be made 
for, or benefits to be received from, group life or accident insurance, group 
hospitalization or similar group payments or benefits. If it is impracticable to 
state the amount of remuneration payments proposed to be made, the aggregate 
amount set aside or accrued to date in respect of such payments shall be stated, 
together with an explanation of the basis for future payments.” 

X. A new Schedule 14B is added to regulation X—14, following Schedule 14A, to 
read as follows: 











1290) STOCK MARKET STUDY 






“SCHEDULE 14B 


“Information to be Included in Statements Filed by or on Behalf of a Participant 
(other than the issuer) in a Proxy Solicitation Pursuant to Rule X—14A-11 (c) 

“Answer every item. If an item is inapplicable or the answer is in the nega- 
tive, so state. The information called for by Items 2 (a) and 3 (a) or a fair 

summary thereof is required to be included in all preliminary soliciting material 

by Rule X-14A-11 (d). 

“Item 1. Issuer: State the name and address of the issuer. 

“Item 2. Identity and Background: 

“(a) State the following: 

“(1) Your name and business address. 

“(2) Your present principal occupation or employment and the name, 
principal business and address of any corporation or other organization in 
which such employment is carried on. 

“(b) State the following: 

“(1) Your residence address. 

“(2) Information as to all material occupations, positions, offices or em- 
ployments during the last ten years, giving starting and ending dates of 
each and the name, principal business and address of any business corpora- 
tion or other business organization in which each such occupation, position, 
office, or employment was carried on. 

“(c) State whether or not you are or have been a participant in any other 
proxy contest involving this or other issuers within the past ten years. If so, 
identify the principals, the subject matter and your relationship to the parties 
and the outcome. 

“(d) State whether or not, during the past ten years, you have been convicted 
in a criminal proceeding (excluding traffic violations or similar misdemeanors) 
and, if so, give dates, nature of conviction, name and location of court, and 
penalty imposed or other disposition of the case. A negative answer to this sub- 
item need not be included in the proxy statement or other proxy soliciting 
material. 

Item 3. Interests in securities of the issuer : 

“(a) State the amount of each class of securities of the issuer which you own 
beneficially, directly or indirectly. 

“(b) State the amount of each class of securities of the issuer which you own 
of record but not beneficially. 

“(c) State with respect to the securities specified in (a) and (b) the amounts 
acquired within the past two years, the dates of acquisition and the amounts 
acquired on each date. 

“(d) If any part of the purchase price or market value of any of the shares 
specified in paragraph (c) is represented by funds borrowed or otherwise ob- 
tained for the purpose of acquiring or holding such securities, so state and indi- 
cate the amount of the indebtedness as of the latest practicable date. If such 
funds were borrowed or obtained otherwise than pursuant to a margin account 
or bank loan in the regular course of business of a bank, broker, or dealer, briefly 
describe the transaction, and state the names of the parties. 

““(e) State whether or not you are a party to any contracts, arrangements, or 
understandings with any person with respect to any securities of the issuer, 
including but not limited to joint ventures, loan or option arrangements, puts or 
calls, guaranties against loss or guaranties of profits, division of losses or profits, 
or the giving or withholding of proxies. If so, name the persons with whom 
such contracts, arrangements, or understandings exist and give the details 
thereof. 

“(f) State the amount of securities of the issuer owned beneficially, directly 
or indirectly, by each of your associates and the name and address of each such 
associate. 

“(g) State the amount of each class of securities of any parent or subsidiary 
of the issuer which you own beneficially, directly or indirectly. 

“Item 4. Further Matters: 

“(a) Describe the time and circumstances under which you became a partici- 
pant in the solicitation and state the nature and extent of your activities or 
proposed activities as a participant. 

“(b) Furnish for yourself and your associates the information required by 
Item 7 (f) of Schedule 14A. 


“(c) State whether or not you or any of your associates have any arrangement 
or understanding with any person— 
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“(1) with respect to any future employment by the issuer or its affiliates; 
or 
““(2) with respect to any future transactions to which the issuer or any 
of its affiliates will or may be a party. 
“If so, describe such arrangement or understanding and state the names of 
the parties thereto. ¢ 
“Item 5. Signature: 
“The statement shall be dated and signed in the following manner: 
“I certify that the statements made in this statement are true, complete, and 
correct, to the best of my knowledge and belief. 


(Signature of participant or authorized representative) 
“Instruction.—If the statement is signed on behalf of a participant by the 
latter’s authorized representative, evidence of the representative’s authority to 
sign on behalf of such participant shall be filed with the statement.” 


SECURITIES AND EXCHANGE COMMISSION, 
Washington 25, D.C. 


REGULATION X-14 UNDER THE Securities Exonuance Acr or 1934—Soticr- 
TATION OF PROXIES 


As in effect March 1, 1955 


REGULATION X—14, SOLICITATION OF PROXIES 
Rule X-14A-1. Definitions 


Unless the context otherwise requires, all terms used in this regulation have 
the same meanings as in the Act or elsewhere in the General Rules and Regula- 
tions thereunder. In addition, the following definitions apply unless the context 
otherwise requires: 

Associate.—The term “associate” used to indicate a relationship with any per- 
son, means (1) any corporation or organization (other than the issuer or a ma- 
jority owned subsidiary of the issuer) of which such person is an officer or part- 
ner or is, directly or indirectly, the beneficial owner of 10 percent or more of 
any class of equity securities, (2) any trust or other estate in which such per- 
son has a substantial beneficial interest or as to which such person serves as 
trustee or in a similar fiduciary capacity, and (3) any relative or spouse of such 
person, or any relative of such spouse, who has the same home as such person 
or who is a director or officer of the issuer or any of its parents or subsidiaries. 

Issuer.—The term “issuer”? means the issuer of the securities in respect of 
which a proxy is solicited. 

Last fiscal year.—The term “‘last fiscal year” of the issuer means the last fiseal 
year of the issuer ending prior to the date of the meeting for which proxies are 
to be solicited. 

Prowy.—The term “proxy” includes every proxy, consent, or authorization 
within the meaning of Section 14 (a) of the Act. The consent or authorization 
may take the form of failure to object or to dissent. 

Prozsy statement.—The term “proxy statement” means the statement required 
by Rule X-14A-3 (a), whether or not contained in a single document. 

Solicitation.—The term “solicitation” includes (1) any request for a proxy 
whether or not accompanied by or included in a form of proxy, (2) any request 
to execute or not to execute, or to revoke, a proxy, or (3) the furnishing of a 
form of proxy to security holders under circumstances reasonably calculated to 
result in the procurement of a proxy. The term does not apply, however, to the 
furnishing of a form of proxy to a security holder upon the unsolicited request of 
such security holder, the performance by the issuer of acts required by Rule X- 
14A~7, or the performance by any person of ministerial acts on behalf of a person 
soliciting a proxy. 


Rule X-14A-2. Solicitations to Which Rules Apply 


The rules contained in this regulation apply to every solicitation of a proxy 
with respect to securities listed and registered on a national securities exchange, 
except the following: ; 

(a) Any solicitation made otherwise than on behalf of the management of the 
issuer where the total number of persons solicited is not more than ten. 
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(b) Any solicitation by a person in respect to securities carried in his name 
or in the name of his nominee (otherwise than as voting trustee) or held in his 
custody, if such person— 

(1) receives no commission or remuneration for such solicitation, directly 
or indirectly, other than reimbursement of reasonable expenses. 

(2) furnishes promptly to the person solicited agopy of all soliciting ma- 
terial with respect to the same subject matter or meeting received from all 
persons who shall furnish copies thereof for such purpose and who shall, if 
requested, defray the reasonable expenses to be incurred in forwarding such 
material, and 

(3) in addition, does no more than impartially instruct the person so- 
licited to forward a proxy to the person, if any, to whom the person solicited 
desires to give a proxy, or impartially request from the person solicited in- 
structions as to the authority to be conferred by the proxy and state that a 
proxy will be given if no instructions are received by a certain date. 

(c) Any solicitation by a person in respect of securities of which he is the bene- 
ficial owner. 

(d) Any solicitation involved in the offer or sale of a certificate of deposit or 
other security registered under the Securities Act of 1933. 

(e) Any solicitation with respect to a plan of reorganization under Chapter X 
of the Bankruptcy Act, as amended, if made after the entry of an order approving 
such plan pursuant to Section 174 of said Act and after, or concurrently with, 
the transmittal of information concerning such plan as required by Section 175 of 
said Act. 

(f) Any solicitation which is subject to Rule U-62 under the Public Utility 
Holding Company Act of 1935. 

(g) Any solicitation through the medium of a newspaper advertisement which 
informs security holders of a source from which they may obtain copies of a 
proxy statement, form of proxy and any other soliciting material and does no 
more than (1) name the issuer, (2) state the reason for the advertisement, and 
(3) identify the proposal or proposals to be acted upon by security holders. 


Rule X-14A-3. Information To Be Furnished Security Holders 


(a) No solicitation subject to this regulation shall be made unless each person 
solicited is concurrently furnished or has previously been furnished with a writ- 
ten proxy statement containing the information specified in Schedule 14A. 

(b) If the solicitation is made on behalf of the management of the issuer and 
relates to an annual meeting of security holders at which directors are to be 
elected, each proxy statement furnished pursuant to paragraph (a) shall be ac- 
companied or preceded by an annual report to such security holders containing 
such financial statements for the last fiscal year as will, in the opinion of the 
management, adequately reflect the financial position and operations of the issuer. 
Such annual report, including financial statements, may be in any form deemed 
suitable by the management. This paragraph shall not apply, however, to 
solicitations made on behalf of the management before the financial statements 
are available if solicitation is being made at the time in opposition to the manage- 
ment and if the management’s proxy statement includes an undertaking in bold- 
face type to furnish such annual report to all persons being solicited, at least 
twenty days before the date of the meeting. 

(c) Four copies of each annual report sent to security holders pursuant to this 
rule shall be mailed to the Commission, solely for its information, not later than 
the date on which such report is first sent or given to security holders or the date 
on which preliminary copies of solicitation material are filed with the Com- 
mission pursuant to Rule X-14A-6 (a), whichever date is later. The annual 
report is not deemed to be “soliciting material” or to be “filed” with the Commis- 
sion or otherwise subject to this regulation or to the liabilities of Section 18 of the 
Act, except to the extent that the issuer specifically requests that it be treated as 


a part of the proxy soliciting material or incorporates it in the proxy statement 
by reference. 


Rule X-14A-4. Requirements as to Proxy 

(a) The form of proxy (1) shall indicate in boldface type whether or not the 
proxy is solicited on behalf of the management, (2) shall provide a specifically 
designated blank space for dating the proxy, and (3) shall identify clearly and 
impartially each matter or group of related matters intended to be acted upon, 
whether proposed by the management or by security holders. No reference 


need be made, however, to proposals as to which discretionary authority is con- 
ferred pursuant to paragraph (c). 
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(b) Means shall be provided in the form of proxy whereby the person solicited 
is afforded an opportunity to specify by ballot a choice between approval or dis- 
approval of each matter or group of related matters referred to therein as in- 
tended to be acted upon, other than elections to office. A proxy may confer dis- 
cretionary authority with respect to matters as to which a choice is not so spe- 
citied provided the form of proxy states in boldface type how it is intended to 
vote the shares represented by the proxy in each such case. 

(c) A proxy may confer discretionary authority with respect to other matters 
which may come before the meeting, provided the persons on whose behalf the 
solicitation is made are not aware a reasonable time prior to the time the 
solicitation is made that any such other matters are to be presented for action 
at the meeting and provided further that a specific statement to that effect is 
made in the proxy statement or in the form of proxy. A proxy may also confer 
discretionary authority with respect to any proposal omitted from the proxy 
statement and form of proxy pursuant to paragraph (c) of Rule X—14A-8. 

(d) No proxy shall confer authority (1) to vote for the election of any person 
to any office for which a bona fide nominee is not named in the proxy statement, 
or (2) to vote at any annual meeting other than the next annual meeting (or 
any adjournment thereof) to be held after the date on which the proxy state- 
ment and form of proxy are first sent or given to security holders. 

(e) The proxy statement or form of proxy shall provide, subject to reasonable 
specified conditions, that the shares represented by the proxy will be voted and 
that where the person solicited specifies by means of a ballot provided pursuant to 
paragraph (b) a choice with respect to any matter to be acted upon, the shares 
will be voted in accordance with the specifications so made. 


Rule X-14A-—5. Presentation of Information in Proxy Statement 


(a) The information included in the proxy statement shall be clearly presented 
and the statements made shall be divided into groups according to subject matter 
and the various groups of statements shall be preceded by appropriate headings. 
The order of items and subitems in the schedule need not be followed. Where 
practicable and appropriate, the information shall be presented in tabular form. 
All amounts shall be stated in figures. Information required by more than one 
applicable item need not be repeated. No statement need be made in response 
to any item or subitem which is inapplicable. 

(b) Any information required to be included in the proxy statement as to terms 
of securities or other subject matter which from a standpoint of practical neces- 
sity must be determined in the future may be stated in terms of present knowledge 
and intention. To the extent practicable, the authority to be conferred concerning 
each such matter shall be confined within limits reasonably related to the need 
for discretionary authority. Subject to the foregoing, information which is not 
known to the persons on whose behalf the solicitation is to be made and which 
it is not reasonably within the power of such persons to ascertain or procure 
may be omitted, if a brief statement of the circumstances rendering such informa- 
tion unavailable is made. 

(c) There may be omitted from the proxy statement any information con- 
tained in any other proxy soliciting material which has been furnished to each 
person solicited in connection with the same meeting or subject matter if a 
clear reference is made to the particular document containing such information. 

(d) All printed proxy statements shall be set in roman type at least as large 
as ten-point modern type except that to the extent necessary for convenient 
presentation financial statements and other statistical or tabular matter may 
be set in roman type at least as large as eight-point modern type. All type 
shall be leaded at least two points. 


Rule X-14A-6. Material Required To Be Filed 


(a) Three preliminary copies of the proxy statement and form of proxy 
and any other soliciting material to be furnished to security holders concur- 
rently therewith shall be filed with the Commission at least ten days prior to 
the date definitive copies of such material are first sent or given to security 
holders, or such shorter period prior to that date as the Commission may 
authorize upon a showing of good cause therefore. 

(b) Three preliminary copies of any additional soliciting material, relating 
to the same meeting or subject matter, furnished to security holders subsequent 
to the proxy statement shall be filed with the Commission at least two days 
(exclusive of Saturdays, Sundays, or holidays) prior to the date copies of such 
material are first sent or given to security holders, or such shorter period prior to 
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such date as the Commission may authorize upon a showing of good cause 
therefore. 

(c) Four definitive copies of the proxy statement, form of proxy, and all 
other soliciting material, in the form in which such material is furnished to 
security holders, shall be filed with, or mailed for filing to, the Commission not 
later than the date such material is first sent or given to any security holders, 
Three copies of such material shall at the same time be filed with, or mailed 
for filing to each national securities exchange upon which any security of the 
issuer is listed and registered. 

(d) If the solicitation is to be made in whole or in part by personal solicita- 
tion, three copies of all written instructions or other material which discusses 
or reviews, or comments upon the merits of, any matter to be acted upon and 
which is furnished to the individuals making the actual solicitation for their 
use directly or indirectly in connection with the solicitation shall be filed with 
the Commission by the person on whose behalf the solicitation is made at 
least five days prior to the date copies of such material are first sent or given 
to such individuals, or such shorter period prior to that date as the Commis- 
sion may authorize upon a showing of good cause therefor. 

(e) All copies of material filed pursuant to paragraph (a) or (b) shall be 
clearly marked “Preliminary Copies” and shall be for the information of the 
Commission only, except that such material may be disclosed to any department 
or agency of the United States Government and the Commission may make such 
inquiries or investigation in regard to the material as may be necessary for an 
adequate review thereof by the Commission. All material filed pursuant to 
paragraph (a), (b), or (c) shall be accompanied by a statement of the rate 
upon which copies thereof are intended to be, or have been, released to security 
holders. All material filed pursuant to paragraph (d) shall be accompanied 
by a statement of the date upon which copies thereof are intended to be re- 
leased to the individuals who will make the actual solicitation. 

(f) Copies of replies to inquiries from security holders requesting further 
information and copies of communications which do no more than request that 
forms of proxy theretofore solicited be signed and returned need not be filed 
pursuant to this rule. 

Nore.—Where preliminary copies of material are filed with the Commission 
pursuant to this rule, the printing of definitive copies for distribution to security 
holders should be deferred until the comments of the Commission’s staff have 
been received and considered. 


Rule X-14A-?. Mailing Communications for Security Holders 


If the management of the issuer has made or intends to make any solicitation 
subject to this regulation, the issuer shall perform such of the following acts 
as may be duly requested in writing with respect to the same subject matter or 
meeting by any security holder who is entitled to vote on such matter or to vote at 
such meeting and who shall defray the reasonable expenses to be incurred by the 
issuer in the performance of the act or acts requested. 

(a) The issuer shall mail or otherwise furnish to such security holder the fol- 
lowing information as promptly as practicable after the receipt of such request : 

(1) A statement of the approximate number of holders of record of any 
class of securities, any of the holders of which have been or are to be 
solicited on behalf of the management, or any group of such holders which 
the security holder shall designate. 

(2) If the management of the issuer has made or intends to make, through 
bankers, brokers or other persons any solicitation of the beneficial owners 
of securities of any class, a statement of the approximate number of such 
beneficial owners, or any group of such owners which the security holder 
shall designate. 

(3) An estimate of the cost of mailing a specified proxy statement, form of 
proxy or other communication to such holders, including insofar as known or 
reasonably available, the estimated handling and mailing costs of the bankers, 
brokers, or other persons specified in (2) above. 

(b) Copies of any proxy statement, form of proxy or other communication 
furnished by the security holder shall be mailed by the issuer to such of the 
holders of record specified in (a) (1) above as the security holder shall designate. 
The issuer shall also mail to each banker, broker, or other person specified in 
(a) (2) above a sufficient number of copies of such proxy statement, form of 
proxy, or other communication as will enable the banker, broker, or other 
person to furnish a copy thereof to each beneficial owner solicited or to be 
solicited through him. Such material shall be mailed by the issuer with reason- 
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able promptness after receipt of a tender of the material to be mailed, of 
envelopes or other containers therefor and of postage or payment for postage, 
except that such material need not be mailed prior to the first day on which the 
solicitation is made on behalf of the management. Neither the management nor 
the issuer shall be responsible for such proxy statement, form of proxy or other 
communication. 

(c) In lieu of performing the acts specified above, the issuer may, at its option, 
furnish promptly to such security holder a reasonably current list of the names 
and addresses of such of the hoiders of record specified in (a) (1) above as the 
security holder shall designate, and a list of the names and addresses of such 
of the bankers, brokers, or other persons specified in (a) (2) above as the 
security holder shall designate, together with a statement of the approximate 
number of beneficial owners solicited or to be solicited through each such 
banker, broker, or other person, and a schedule of the handling and mailing 
costs of each such banker, broker, or other person if such schedule has been 
supplied to the management of the issuer. The foregoing information shall be 
furnished promptly upon the request of the security holder or at daily or other 
reasonable intervals as it becomes available to the management of the issuer. 


Rule X-14A-8. Proposals of Security Holders 


(a) If any security holder entitled to vote at a meeting of security holders 
of the issuer shall submit to the management of the issuer a reasonable time 
before the solicitation is made a proposal which is accompanied by notice of his 
intention to present the proposal for action at the meeting, the management shall 
set forth the proposal in its proxy statement and shall identify the proposal in its 
form of proxy and provide means by which security holders can make the 
specification provided for by Rule X—i4A-4 (b). A proposal so submitted 
with respect to an annual meeting more than 60 days in advance of a day cor- 
responding to the first date on which management proxy soliciting material was 
released to security holders in connection with the last annual meeting of security 
holders shall prima facie be deemed to have been submitted a reasonable time 
before the solicitation. This rule shall not apply, however, to elections to 
office. 

(b) If the management opposes the proposal, it shall also, at the request of the 
security holder, include in its proxy statement the name and address of the 
security holder and a statement of the security holder in not more than 100 
words in support of the proposal. The statement and request of the security 
holder shall be furnished to the management at the same time that the proposal 
is furnished. Neither the management nor the issuer shall be responsible for 
such statement. 

(c) Notwithstanding the foregoing, the management may omit a proposal and 
any statement in support thereof from its proxy statement and form of proxy 
under any of the following circumstances : 

(1) If the proposal as submitted is, under the laws of the issuer’s domicile, 
not a proper subject for action by security holders ; or 

(2) If it clearly appears that the proposal is submitted by the security 
holder primarily for the purpose of enforcing a personal claim or redressing 
a personal grievance against the issuer or its management, or primarily 
for the purpose of promoting general economic, political, racial, religious, 
social, or similar causes; or 

(3) If the management has at the security holder’s request included a 
proposal in its proxy statement and form of proxy relating to either of the 
last two annual meetings of security holders or any special meeting held 
subsequent to the earlier of such two annual meetings and such security 
holder has failed without good cause to present the proposal, in person or by 
proxy, for action at the meeting ; or 

(4) If substantially the same proposal has previously been submitted to 
security holders, in the management’s proxy statement and form of proxy 
relating to any annual or special meeting of security holders held within 
the preceding five calendar years, it may be omitted from the management’s 
proxy material relating to any meeting of security holders held within the 
three calendar years after the latest such previous submission, provided 
that— 

(i) If the proposal was submitted at only one meeting during such 
preceding period, it received less than 3 percent of the total number of 
votes cast in regard thereto ; or 

(ii) If the proposal was submitted at only two meetings during such 
preceding period it received at the time of its second submission less 
than 6 percent of the total number of votes cast in regard thereto; or 
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(iii) If the proposal was submitted at three or more meetings during 
such preceding period, it received at the time of its latest submission less 
than 10 percent of the total number of votes cast in regard thereto. 

(5) If the proposal consists of a recommendation or request that the man- 
agement take action with respect to a matter relating to the conduct of the 
ordinary business operations of the issuer. 

(ad) Whenever the management asserts that a proposal and any statement in 
support thereof may properly be omitted from its proxy statement and form of 
proxy, it shall file with the Commission, not later than 20 days prior to the 
date the preliminary copies of the proxy statement and form of proxy are filed 
pursuant to Rule X-14A-6 (a), or such shorter period prior to such date as the 
Commission may permit, a copy of the proposal and any statement in support 
thereof as received from the security holder, together with a statement of the 
reasons why the management deems such omission to be proper in the particular 
case, and, where such reasons are based on matters of law, a supporting opinion 
of counsel. The management shall at the same time, if it has not already done 
so, notify the security holder submitting the proposal of its intention to omit the 
proposal from its proxy statement and form of proxy and shall forward to him 
a copy of the statement of the reasons why the management deems the omission 
of the proposal to be proper and a copy of such supporting opinion of counsel. 


Rule X-14A-9. False or Misleading Statements 


No solicitation subject to this regulation shall be made by means of any proxy 
statement, form of proxy, notice of meeting, or other communication written or 
oral containing any statement which at the time and in the light of the circum- 
stances under which it is made, is false or misleading with respect to any material 
fact, or which omits to state any material fact necessary in order to make the 
statements therein not false or misleading or necessary to correct any statement 
in any earlier communication with respect to the soilicitation of a proxy for 
the same meeting or subject matter which has become false or misleading. 


Rule X-14A-10. Prohibition of Certain Solicitations 
No person making a solicitation which is subject to this regulation shall 
solicit— 
(a) Any undated or postdated proxy ; or 


(b) Any proxy which provides that it shall be deemed to be dated as of any 
date subsequent to the date on which it is signed by the security holder. 


SCHEDULE 14A——-INFORMATION REQUIRED IN PROXY STATEMENT 


Note.—Where any item calls for information with respect to any matter to be 
acted upon and such matter involves other matters with respect to which infor- 
mation is called for by other items of this schedule, the information called for by 
all applicable items shall be given. For example, if action is to be taken with 
respect to any merger, consolidation, or acquisition, specified in Item 14 which 
involves the election of directors, Item 6 and 7 shall also be answered. 


Item 1. Revocability of Prory 


State whether or not the person giving the proxy has the power to revoke it. 
If the right of revocation before the proxy is exercised is limited or is subject 


to compliance with any formal procedure, briefly describe such limitation or 
procedure. 


Item 2. Dissenters’ Rights of Appraisal 


Outline briefly the rights of appraisal or similar rights of dissenters with 
respect to any matter to be acted upon and indicate any statutory procedure re- 
quired to be followed by dissenting security holders in order to perfect such 
rights. Where such rights may be exercised only within a limited time after 
the date of the adoption of a proposal, the filing of a charter amendment or other 
similar act, state whether the person solicited will be notified of such date. 


Item 3. Persons Making the Solicitation 


(a) If the solicitation is made on behalf of the management of the issuer, so 
state. Give the name of any director of the issuer who has informed the man- 
agement in writing that he intends to oppose any action intended to be taken by 
the management and indicate the action which he intends to oppose. 

(b) If the solicitation is made otherwise than on behalf of the management 


of the issuer, so state and give the names of the persons on whose behalf it is 
made. 
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(c) State the names of the persons by whom the cost of the solicitation has 
been or will be borne, directly or indirectly. 

(d) If the solicitation is made otherwise than by use of the mails, state the 
methods used. If the solicitation is made by specially engaged employees of the 
issuer or other paid solicitors, state (1) the material features of any contract or 
arrangement for such solicitation, (2) the cost or anticipated cost thereof, and (3) 
the approximate number of specially engaged employees of the issuer or employ- 
ees of any other person (naming such other person) who will solicit proxies. 


Item 4. Interest of Certain Persons in Matters to be Acted Upon 


Describe briefly any substantial interest, direct or indirect (by security hold- 
ings or otherwise) of each of the following persons in any matter to be acted 
upon, other than elections to office : 

(a) If the solicitation is made on behalf of the management, each person who 
has been a director or officer of the issuer at any time since the beginning of the 
last fiscal year. 

(b) If the solicitation is made otherwise than on behalf of the management, 
each person on whose behalf the solicitation is made. 

(c) Each nominee for election as a director of the issuer. 

(d) Each associate of the foregoing persons. 

Instruction.—This item does not apply to any interest arising from the owner- 
ship of securities of the issuer where the security holder receives no extra or spe- 
cial benefit not shared on a pro rata basis by all other holders of the same class. 


Item 5. Voting Securities and Principal Holders Thereof 


(a) State as to each class of voting securities of the issuer entitled to be voted 
at the meeting, the number of shares outstanding and the number of votes to 
which each class is entitled. 

(b) Give the date as of which the record of security holders entitled to vote at 
the meeting will be determined. If the right to vote is not limited to security 
holders of record on that date, indicate the conditions under which other security 
holders may be entitled to vote. 

(c) If action is to be taken with respect to the election of directors and if the 
persons solicited have cumulative voting rights, make a statement that they have 
such rights and state briefly the conditions precedent to the exercise thereof. 

(d) If to the knowledge of the persons on whose behalf the solicitation is made, 
any person owns of record or beneficially more than 10 percent of the outstanding 
voting securities of the issuer, name such person, state the approximate amount 
of such securities owned of record but not owned beneficially and the approxi- 
mate amount owned beneficially by such person and the percentage of outstand- 


ing voting securities represented by the amount of securities so owned in each 
such manner. 


Item 6. Nominees and Directors 


(a) If action is to be taken with respect to the election of directors, furnish the 
following information, in tabular form to the extent practicable, with respect to 
each person nominated for election as a director and each other person whose 
term of office as a director will continue after the meeting : 

(1) Name each such person, state when his term of office or the term of 
office for which he is a nominee will expire, and all other positions and offices 
with the issuer presently held by him, and indicate which persons are nomi- 
nees for election as directors at that meeting. 

(2) State his present principa! occupation or employment and give the 
name and principal business of any corporation or other organization in 
which such employment is carried on. Furnish similar information as to all 
of his principal occupations or employments during the last five years, unless 
he is now a director and was elected to his present term of office by a vote of 
security holders at a meeting for which proxies were solicited under this 
regulation. 

(3) If he is or has previously been a director of the issuer, state the period 
or periods during which he has served as such. 

(4) State, as of the most recent practicable date, the approximate amount 
of each class of equity securities of the issuer or any of its parents or sub- 
sidiaries, other than directors’ qualifying shares, beneficially owned directly 
or indirectly by him. If he is not the beneficial owner of any such securities, 
make a statement to that effect. é 

(5) If more than 10% of any class of securities of the issuer or any 
of its parents or subsidiaries are beneficially owned by him and his asso- 
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ciates, state the approximate amount of each class of such securities bene- 
ficially owned by such associates, naming each associate whose holdings are 
substantial. 

(b) If any nominee for election as a director is proposed to be elected pur- 
suant to any arrangement or understanding between the nominee and any other 
person or persons, except the directors and officers of the issuer acting solely in 
that capacity, name such other person or persons and describe briefly such ar- 
rangement or understanding. 


Item 7. Remuneration and Other Transactions with Management and Others 


Furnish the information called for by this item if action is to be taken with 
respect to (i) the election of directors, (ii) any bonus, profit sharing or other 
remuneration plan, contract or arrangement in which any director, nominee for 
election as a director, or officer of the issuer will participate, (iii) any pension 
or retirement plan in which any such person will participate, or (iv) the granting 
or extension to any such person of any options, warrants or rights to purchase 
any securities, other than warrants or rights issued to security holders, as 
such, on a pro-rata basis. However, if the solicitation is made on behalf of 
persons other than the management, the information required need be furnished 
only as to nominees for election as directors and as to their associates. 

(a) Furnish the following information in substantially the tabular form 
indicated below as to all direct remuneration paid by the issuer and its sub- 
sidiaries during the issuer’s last fiscal year to the following persons for services 
in all capacities: 

(1) Each director, and each of the three highest paid officers, of the 
issuer whose direct aggregate remuneration exceeded $30,000, naming each 
such person. 

(2) All directors and officers of the issuer as a group, without naming 
them. 

(A) Name of individual of group: 

(B) Capacities in which remuneration was received : 

(C) Aggregate remuneration: 

Instructions.—1. This item applies to any person who was a director or 
officer of the issuer at any time during the period specified. However, in- 
formation need not be given for any portion of the period during which such 
person was not a director or officer of the issuer. 

2. The information is to be given on an accrual basis if practicable. The 
tables required by this paragraph and paragraph (b) may be combined if 
the issuer so desires. 

3. Do not include remuneration paid to a partnership in which any director 
or officer was a partner, but see paragraph (f) below. 

(b) Furnish the following information, in substantially the tabular form 
indicated, as to all pension or retirement benefits proposed to be paid under any 
existing plan in the event of retirement at normal retirement date, directly or 
indirectly, by the issuer or any of its subsidiaries to each director or officer 
named in answer to paragraph (a) (1): 

(A) Name of individual or identity of group: 

(B) Amount set aside or accrued during issuer’s last fiscal year : 

(C) Estimated annual-benefits u retirement : 

Instructions.—1. The term “plan” in this paragraph and in paragraph 
(c) includes all plans, contracts, authorizations or arrangements, whether 
or not set forth in any formal document. 

2. Column (B) need not be answered with respect to payments computed 
on an actuarial basis under any plan which provides for fixed benefits in 
the event of retirement at a specified age or after a specified number of years 
of service. 

3. The information called for by Column (C) may be given in a table 
showing the annual benefits payable upon retirement to persons in specified 
salary classifications. 

4. In the case of any plan (other than those specified in instruction 2) 
where the amount set aside each year depends upon the amount of earnings 
of the issuer or its subsidiaries for such year or a prior year, or where 
it is otherwise impracticable to state the estimated annual benefits upon 
retirement, there shall be set forth, in lieu of the information called for by 
Column (C), the aggregate amount set aside or accrued to date, unless it 
is impracticable to do so, in which case there shall be stated the method of 
computing such benefits. 
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(c) Describe briefly all remuneration payments (other than direct remuuner- 
ation for services and pension or retirement benefits) proposed to be made in 
the future directly or indirectly by the issuer or any of its subsidiaries pursuant 
to any existing plan or arrangement to (i) each director or officer named in an- 
swer to paragraph (a) (1), naming each such person, and (ii) all directors and 
officers of the issuer as a group, without naming them. 

Instruction.—Information need not be included as to payments to be made 
for, or benefits to be received from group life or accident insurance, group 
hospitalization or similar group payments or benefits. 

(d) Furnish the following information as to all options to purchase securities, 
from the issuer or any of its subsidiaries, which were granted to or exercised 
by the following persons since the beginning of the issuer’s last fiscal year: (i) 
each director or officer named in answer to paragraph (a) (1), naming each such 
person; and (ii) all directors and officers of the issuer as a group, without 
naming them : 

(1) As to options granted, state (i) the title and amount of securities 
called for; (ii) the prices, expiration dates, and other material provisions ; 
(iii) the consideration received for the granting thereof; and (iv) the mar- 
ket value of the securities called for on the granting date. 

(2) As to options exercised, state (i) the title and amount of securities 
purchased; (ii) the purchase price; and (iii) the market value of securities 
purchased on the date of purchase. 

Instructions.—1. The term “options” as used in this paragraph (d) in- 
cludes all options, warrants or rights other than those issued to security 
holders as such on a pro rata basis. 

2. The extension of options shall be deemed the granting of options within 
the meaning of this paragraph. 

8. (i) Where the total market value on the granting dates of the securities 
called for by all options granted during the period specified does not exceed 
$10,000 for any officer or director named in answer to paragraph (a) (1), or 
$30,000 for all officers and directors as a group, this item need not be answered 
with respect to options granted to such person or group. (ii) Where the 
total market value on the dates of purchase of all securities purchased 
through the exercise of options during the period specified does not exceed 
$10,000 for any such person or $30,000 for such group, this item need not 
be answered with respect to options exercised by such person or group. 

4. The information for all directors and officers as a group regarding mar- 
ket value of the securities on the granting date of the options and on the 
purchase date, may be given in the form of price ranges for each calendar 
quarter during which options were granted or exercised. 

(e) State as to each of the following persons who was indebted to the issuer 
or its subsidiaries at any time since the beginning of the last fiscal year of the 
issuer, (i) the largest aggregate amount of indebtedness outstanding at any 
time during such period, (ii) the nature of the indebtedness and of the transaction 
in which it was incurred, (iii) the amount thereof outstanding as of the latest 
practicable date, and (iv) the rate of interest paid or charged thereon : 

(1) Each director or officer of the issuer ; 

(2) Each nominee for election as a director ; and 

(8) Each associate of any such director, officer, or nominee. 

Instructions.—1. See instruction 1 to paragraph (a). Include the name 
of each person whose indebtedness is described and the nature of the relation- 
ship by reason of which the information is required to be given. 

2. This paragraph does not apply to any person whose aggregate indebted- 
ness did not exceed $10,000 or 1 percent of the issuer’s total assets, whichever 
is less, at any time during the period specified. Exclude in the determination 
of the amount of indebtedness all amounts due from the particular person 
for purchases subject to usual trade terms, for ordinary travel and expense 
advances and for other transactions in the ordinary course of business. 

(f) Describe briefly, and where practicable state the approximate amount of, 
any material interest, direct or indirect, of any of the following persons in any 
material transactions since the beginning of the issuer’s last fiscal year, or in any 
material proposed transactions, to which the issuer or any of its subsidiaries 
was or is to be a party: 

(1) Any director or officer of the issuer ; 

(2) Any nominee for election as a director ; 

(3) Any security holder named in answer to item 5 (d) ; or 

(4) Any associate of any of the foregoing persons. 
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Instructions.—1. See instruction 1 to paragraph (a). Include the name 
of each person whose interest in any transaction is described and the nature 
of the relationship by reason of which such interest is required to be 
described. Where it is not practicable to state the approximate amount of 
the interest, the approximate amount involved in the transaction shall be 
indicated. 

2. As to any transaction involving the purchase or sale of assets by or to 
the issuer or any subsidiary, otherwise than in the ordinary course of 
business, state the cost of the assets to the purchaser and the cost thereof to 
the seller if acquired by the seller within 2 years prior to the transaction. 

3. The instruction to item 4 shall apply to this item. 

4. No information need be given under this paragraph as to any remunera- 
tion or other transaction reported in response to (a), (b), (ce), (d) or 
(e) of this item. 


5. No information need be given under this paragraph as to any transaction 
or any interest therein where: 


(i) The rates or charges involved in the transaction are fixed by law 
or determined by competitive bids; 

(ii) The interest of the specified person in the transaction is solely 
that of a director of another corporation which is a party to the trans- 
action ; 

(iii) The transaction involves services as a bank depositary of 
funds, transfer agent, registrar, trustee under a trust indenture, or 
other similar services; 


(iv) The interest of the specified person does not exceed $30,000; 

or 

(v) The transaction does not involve remuneration for services, di- 

rectly or indirectly, and (A) the interest of the specified persons arises 
from the ownership individually and in the aggregate of less than 
10% of any class of equity securities of another corporation which 
is a party to the transaction, (B) the transaction is in the ordinary 
course of business of the issuer or its subsidiaries, and (C) the amount 
of such transactions or series of transactions is less than 10% of the 
total sales or purchases, as the case may be, of the issuer and its 
subsidiaries. 

6. Information shall be furnished under this paragraph with respect to 
transactions not excluded above which involve remuneration, directly or in- 
directly, to any of the specified persons for services in any capacity unless the 
interest of such persons arises solely from the ownership individually and 
in the aggregate of less than 10% of any class of equity securities of another 
corporation furnishing the services to the issuer or its subsidiaries. 

7. This paragraph (f) does not require the disclosure of any interest in 
any transaction unless such interest and transaction are material. 


Item 8. Selection of Auditors 


If action is to be taken with respect to the selection or approval of auditors, 
or if it is proposed that particular auditors shall be recommended by any com- 
mittee to select auditors for whom votes are to be cast, name the auditors and 
describe briefly any direct financial interest or any material indirect financial 
interest in the issuer or any of its parents or subsidiaries, or any connection 
during the past three year with the issuer or any of its parents or subsidiaries 


in the capacity of promoter, underwriter, voting trustee, director, officer, or 
employee. 


Item 9. Bonus, Profit Sharing and Other Remuneration Plans 

If action is to be taken with respect to any bonus, profit sharing or other re- 
muneration plan furnish the following information : 

(a) Describe briefly the material features of the plan, identify each class of 
persons who will participate therein indicate the approximate number of persons 
in each such class and state the basis of such participation. 

(b) State separately the amounts which would have been distributable under 
the plan during the last fiscal year of the issuer (1) to directors and officers and 
(2) to employees if the plan had been in effect. 

(c) State the name and position with the issuer of each person specified in Item 
7 (a), who will participate in the plan and the amount which each such person 


would have received under the plan for the last fiscal year of the issuer if the 
plan had been in effect. 
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(ad) Furnish such information, in addition to that required by this item and 
item 7, as may be necessary to describe adequately the provisions already made 
pursuant to all bonus, profit sharing or other remuneration or incentive plans 
for (i) each director or officer named in answer to item 7 (a) who will participate 
in the plan to be acted upon; (ii) all directors and officers of the issuer as a 
group; and (iii) all employees. 

(e) If the plan to be acted upon can be amended otherwise than by a vote of 
stockholders, to increase the cost thereof to the issuer or to alter the allocation 
of the benefits as between the groups specified in (b), state the nature of the 
amendments which can be so made. 

Instructions.—1. The term “plan” as used in this item means any plan 
as defined in instruction 1 to item 7 (b). 

2. If the plan is set forth in a formal plan contract or arrangement, three 
copies thereof shall be filed with the Commission at the time preliminary 
copies of the proxy statement and form of proxy are filed pursuant to para- 
graph (a) of Rule X-14A-6. 


Item 10. Pension and Retirement Plans 


If action is to be taken with respect to any pension or retirement plan, furnish 
the following information: 

(a) Describe briefly the material features of the plan, identify each class of 
persons who will be entitled to participate therein, indicate the approximate 
number of persons in each such class and state the basis of such participation. 

(b) State (1) the approximate total amount necessary to fund the plan with 
respect to past services, the period over which such amount is to be paid and the 
estimated annual payments necessary to pay the total amount over such period, 
(2) the estimated annual payment to be made with respect to current services 
and (3) the amount of such annual payments to be mace for the benefit of (i) 
directors and officers and (ii) employees. 

(c) State (1) the name and position with the issuer of each person specified 
in Item 7 (a) who will be entitled to participate in the plan, (2) the amount 
which would have been paid or set aside by the issuer and its subsidiaries for the 
benefit of such person for the last fiscal year of the issuer if the plan had been 
in effect, and (3) the amount of the annual benefits estimated to be payable to 
such person in the event of retirement at normal retirement date. 

(d) Furnish such information, in addition to that required by this item and 
item 7, as may be necessary to describe adequately the provisions already made 
pursuant to all bonus, profit sharing or other remuneration or incentive plans for 
(i) each director or officer named in answer to item 7 (a) who will participate 
in the plan to be acted upon; (ii) all directors and officers of the issuer as a 
group; and (iii) all employees. 

(e) If the plan to be acted upon can be amended otherwise than by a vote of 
stockholders to increase the cost thereof to the issuer or alter the allocation of 
the benefits as between the groups specified in (b) (3), state the nature of the 
amendments which can be so made. 

Instructions.—1. The term “plan” as used in this item means any plan as 
defined in instruction 1 to item 7 (b). 

2. The information called for by paragraph (b) (3) or (c) (2) need not 
be given as to payments made on an actuarial basis pursuant to any group 
pension plan which provides for fixed benefits in the event of retirement at 
a specified age or after a specified number of years of service. 

3. If the plan is set forth in a formal plan, contract or other document, 
three copies thereof shall be filed with the preliminary copies of the proxy 
statement and form of proxy at the time copies thereof are filed with the 
Commission pursuant to paragraph (a) of Rule X—14A-6. 


Item 11. Options, Warrants, or Rights 


If action is to be taken with respect to the granting or extension of any options, 
warrants or rights to purchase securities of the issuer or any subsidiary, furnish 
the following information : 

(a) State (i) the title and amount of securities called for or to be called for 
by such options, warrants or rights; (ii) the prices, expiration dates, and other 
material conditions upon which the options, warrants, or rights may be exer- 
cised; (iii) the consideration received or to be received by the issuer or sub- 
sidiary for the granting or extension of the options, warrants, or rights; and 
(iv) the market value of the securities called for or to be called for by the 
options, warrants, or rights, as of the latest practicable date. 
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(b) State separately the amount of options, warrants, or rights received or 
to be received by the following persons, naming each such person; (i) each 
director or officer named in answer to item 7 (a); (ii) each nominee for election 
as a director of the issuer; (iii) each associate of such directors, officers or 
nominees; and (iv) each other person who received or is to receive 5% or more 
of such options, warrants, or rights. State also the total amount of such options, 
warrants, or rights received or to be received by all directors and officers of the 
issuer as a group, without naming them. 

(c) Furnish such information, in addition to that required by this item and 
item 7, aS may be necessary to describe adequately the provisions already made 
pursuant to all bonus, profit sharing or other remuneration or incentive plans 
for (i) each director or officer named in answer to item 7 (a) who will participate 
in the plan to be acted upon; (ii) all directors and officers of the issuer as a 
group; and (iii) all employees. 

Instruction.—Paragraphs (b) and (c) do not apply to warrants or rights 
to be issued to security holders as such on a pro rata basis. 


Item 12. Authorization or Issuance of Securities Otherwise than for Eachange 


if action is to be taken with respect to the authorization or issuance of any 
securities otherwise than for exchange for outstanding securities of the issuer, 
furnish the following information: 

(a) State the title and amount of securities to be authorized or issued. 

(b) Furnish a description of the securities such as would be required to be 
furnished in an application on the appropriate form for their registration on a 
national securities exchange. If the securities are additional shares of com- 
mon stock of a class outstanding, the description may be omitted except for a 
statement of the preemptive rights, if any. 

(c) Describe briefly the transaction in which the securities are to be issued, 
including a statement as to (1) the nature and approximate amount of consid- 
eration received or to be received by the issuer, and (2) the approximate amount 
devoted to each purpose so far as determinable, for which the net proceeds have 
been or are to be used. 

(d) If the securities are to be issued otherwise than in a general public offering 
for cash, state the reasons for the proposed authorization or issuance, the general 


effect thereof upon the rights of existing security holders, and the vote needed 
for approval. 


Item 18. Modification or Exchange of Securities 


If action is to be taken with respect to the modification of any class of securities 
of the issuer, or the issuance or authorization for issuance of securities of the 
issuer in exchange for outstanding securities of the issuer, furnish the following 
information: 

(a) If outstanding securities are to be modified, state the title and amount 
thereof. If securities are to be issued in exchange for outstanding securities, 
state the title and amount of securities to be so issued, the title and amount of 
outstanding securities to be exchanged therefor and the basis of the exchange. 

(b) Describe any material differences between the outstanding securities and 
the modified or new securities in respect of any of the matters concerning which 
information would be required in the description of the securities in an applica- 
tion on the appropriate form for their registration on a national securities 
exchange. 

(c) State the reasons for the proposed modification or exchange, the general 
effect thereof upon the rights of existing security holders, and the vote needed 
for approval. 

(d) Furnish a brief statement as to arrears in dividends or as to defaults in 
principal or interest in respect to the outstanding securities which are to be 
modified or exchanged and such other information as may be appropriate in the 
particular case to disclose adequately the nature and effect of the proposed action. 

(e) Outline briefly any other material features of the proposed modification or 
exchange. If the plan of proposed action is set forth in a written document, file 
copies thereof with the Commission in accordance with rule X-—14A-6. 


Item 14. Mergers, Consolidations, Acquisitions, and Similar Matters 


Furnish the following information if action is to be taken with respect to any 
plan for (i) the merger or consolidation of the issuer into or with any other person 
or of any other person into or with the issuer, (ii) the acquisition by the issuer 
or any of its security holders of securities of another issuer, (iii) the acquisition 
by the issuer of any other going business or of the assets thereof, (iv) the sale or 
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other transfer of all or any substantial part of the assets of the issuer, or (v) the 
liquidation or dissolution of the issuer : 

(a) Outline briefly the materiai features of the plan. State the reasons there- 
for, the general effect thereof upon the rights of existing security holders, and 
the vote needed for its approval. If the plan is set forth in a written document, 
file three copies thereof with the Commission at the time preliminary copies of the 
proxy statement and form of proxy are filed pursuant to Rule X-14A-6 (a). 

(b) Furnish the following information as to each person (other than totally 
held subsidiaries of the issuer) which is to be merged into the issuer or into or 
with which the issuer is to be merged or consolidated or the business or assets of 
which are to be acquired or which is the issuer of securities to be acquired by the 
issuer in exchange for all or a substantial part of its assets or to be acquired by 
security holders of the issuer. 

(1) Describe briefly the business of such person. Information is to be given 
regarding pertinent matters such as the nature of the products or services, 
methods of production, markets, methods of distribution, and the sources 
and supply of raw materials. 

(2) State the location and describe the general character of the plants and 
other important physical properties of such person. The description is to be 
given from an economic and business standpoint, as distinguished from a 
legal standpoint. 

(3) Furnish a brief statement as to dividends in arrears or defaults in 
principal or interest in respect of any securities of the issuer or of such per- 
son, and as to the effect of the plan thereon and such other information as 
may be appropriated in the particular case to disclose adequately the nature 
and effect of the proposed action. 

(c) As to each class of securities of the issuer, or of any person specified in 
paragraph (b), which is admitted to dealing on a national securities exchange or 
with respect to which a market otherwise exists, and which will be materially 
affected by the plan, state the high and low sale prices (or, in the absence of 
trading in a particular period, the range of the bid and asked prices) for each 
quarterly period within two years. This information may be omitted if the plan 
involves merely the liquidation or dissolution of the issuer. 


Item 15. Financial Statements 


(a) If action is to be taken with respect to any matter specified in Item 12, 
13, or 14 above, furnish certified financial statements of the issuer and its 
subsidiaries such as would currently be required in an original application for 
the registration of securities of the issuer under the Act. All schedules other 
than the schedules of supplementary profit-and-loss information may be omitted. 

Instruction.—Such statements shall be prepared and certified in accord- 
ance with Regulation S—X,. 

(b) If action is to be taken with respect to any matter specified in Item 
14 (b), furnish financial statements such as would currently be required 
in an original application by any person specified therein for registration of 
securities under the Act. Such statements need not be certified and all schedules 
other than the schedules of supplementary profit-and-loss information may be 
omitted. However, such statements may be omitted for (i) a totally held sub- 
sidiary of the issuer which is included in the consolidated statement of the 
issuer and its subsidiaries, or (ii) a person which is to succeed to the issuer 
or to the issuer and one or more of its totally held subsidiaries under such 
circumstances that Form 8-B would be appropriate for registration of securities 
of such person issued in exchange for listed securities of the issuer, 

(c) Notwithstanding paragraphs (a) and (b) above, any or all of such 
financial statements which are not material for the exercise of prudent judg- 
ment in regard to the matter to be acted upon may be omitted if the reasons 
for such omission are stated. Such financial statements are deemed material 
to the exercise of prudent judgment in the usual case involving the authoriza- 
tion or issuance of any material amount of senior securities, but are not deemed 
material ‘in cases involving the authorization or issuance of common stock, 
otherwise than in exchange. 

(d) The proxy statement may incorporate by reference any financial state- 
ments contained in an annual report sent to security holders pursuant to Rule 
X-14A-3 with respect to the same meeting as that to which the proxy state- 


ment relates, provided such financial statements substantially meet the require- 
ments of this item. 
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Item 16. Acquisition or Disposition of Property 


If action is to be taken with respect to the acquisition or disposition of any 
property, furnish the following information: 

(a) Deseribe briefly the general character and location of the property. 

(b) State the nature and amount of consideration to be paid or received 
by the issuer or any subsidiary. To the extent practicable, outline briefly the facts 
bearing upon the question of the fairness of the consideration. 

(c) State the name and address of the transferer or transferee, as the case 
may be, and the nature of any material relationship of such person to the issuer 
or any affiliate of the issuer. 

(d) Outline briefly any other material features of the contract or transaction. 
Item 17. Restatement of Accounts 


If action is to be taken with respect to the restatement of any asset, capital, 
or surplus account of the issuer, furnish the following information: 

(a) State the nature of the restatement and the date as of which it is to be 
effective. 

(b) Outline briefly the reasons for the restatement and for the selection of 
the particular effective date. 

(c) State the name and amount of each account (including any reserve 
accounts) affected by the restatement and the effect of the restatement thereon. 

(d) To the extent practicable, state whether and the extent, if any, to which, 
the restatement will, as of the date thereof, alter the amount available for 
distribution to the holders of equity securities. 


Item 18. Action with Respect to Reports 


If action is to be taken with respect to any report of the issuer or of its directors, 
officers, or committees or any minutes of meeting of its stockholders, furnish 
the following information: 

(a) State whether or not such action is to constitute approval or disap- 
proval of any of the matters referred to in such reports or minutes. 

(b) Identify each of such matters which it is intended will be approved or 
disapproved, and furnish the information required by the appropriate item or 
items of this schedule with respect to each such matter. 


Item 19. Matters Not Required To Be Submitted 


if action is to be taken with respect to any matter which is not required to 
be submitted to a vote of security holders, state the nature of such matter, the 
reasons for submitting it to a vote of security holders and what action is intended 


to be taken by the management in the event of a negative vote on the matter by 
the security holders. 


Item 20. Amendment of Charter, Bylaws or Other Documents 


If action is to be taken with respect to any amendment of the issuer’s charter, 
bylaws or other documents as to which information is not required above, state 
briefly the reasons for and general effect of such amendment and the vote needed 
for its approval. 

Item 21. Other Proposed Action 


If action is to be taken with respect to any matter not specifically referred to 
above, describe briefly the substance of each such matter in substantially the 
same degree of detail as is required by Items 5 to 20, inclusive, above. 


Ce ite was received as an example of proxy-solicitation 
material :) 


HAMMERMILL Paper Co., 
Brie, Pa., March 7, 1956. 











NOTICE OF ANNUAL MEETING 






To Common Stockholders: 


The annual meeting of Hammermill Paper Co. will be held at the offices of the 
company, East Lake Road, Erie, Pa., on May 8, 1956, commencing at 11 a. m. 


eastern daylight saving time (10 a. m. eastern standard time) for transaction of 
the following business: 


1. Election of 4 directors for a term of 3 years each. 
2. Election of 1 director for an unexpired term of 1 year. 
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3. Increase of the authorized indebtedness of the company (other than 
indebtedness incurred in the ordinary course of business) up to an aggregate 
amount of $25 million at any one time outstanding. 

4. Amendment of paragraph 7, subparagraph I of the articles of incor- 
poration, to increase the authorized common shares of the company to 2 
million shares of $2.50 par value per share. 

5. Transaction of any other business which may properly come before the 
meeting. 

Only common stockholders of record February 28, 1956, are entitled to vote 
at this meeting. 
HAMMERMILL PAPER Co., 
By M. E. Granam, Secretary. 


(A notice, of which the above is a copy, was sent to all common stockholders on 
March 7, 1956. The above copy is furnished with the attached proxy soliciting 
material merely as a reminder of the time of meeting and subjects to be covered.) 


Proxy STATEMENT 


The accompanying proxy is solicited by the management of Hammermill Paper 
Co. in connection with the annual meeting to be held May 8, 1956. The cost of 
solicitation will be borne by the company. Following the original mailing of 
the proxy material solicitation of proxies may be made by regular employees 
of the company, by mail, telephone, telegraph, or personal interviews. 

The person giving the proxy has the power to revoke it only by written notice 
to the secretary of the company prior to the effective exercise thereof. The 
proxy will be voted on all matters presented at the meeting, and as to matters 
where the stockholder specifies by means of a ballot on the form of proxy a 
choice with respect to any matter to be acted upon, the shares will be voted as 
specified. 

The annual report of the company for the fiscal year ending December 31, 
1955, has been mailed to stockholders. It is not incorporated in this proxy state- 
ment by reference or otherwise. 

Only the holders of shares of common stock of the company of record at the 
close of business February 28, 1956, are entitled to vote at this annual meeting. 
There are 1,012,452 shares of common stock outstanding, each share being entitled 
to 1 vote. Under the laws of the Commonwealth of Pennsylvania, stockholders 
have cumulative voting rights in the election of directors. 


ELECTION OF DIRECTORS 


Four directors are to be elected for a term of 3 years each, and 1 director for 
a term of 1 year. It is the intention of the persons named as proxies in the 
accompanying proxy to vote for the election of W. Pitt Gifford, Dale A. Lindsay, 
Richard P, Price, and John D. Zink for a term of 3 years each, and to vote for 
the election of William L. Litle for a term of 1 year. All of these nominees are 
presently directors, Messrs. Gifford, Lindsay, Price, and Zink having been elected 
by vote of the stockholders. Mr. Litle was elected by the directors during the 
past year to fill a vacancy on the board. For the past 4 years Mr. Litle has been 
president and a director of the Bucyrus-Erie Co., and prior thereto had been 
executive vice president and a director since 1950. He is also a director of 
Ruston-Bucyrus, Ltd., of England. The Oilgear Co., and the Marshall & Lisley 
Bank, of Milwaukee, Wis. In event of vacancy in this list of nominees, or of 
vacancy in the board of directors before the annual meeting, the proxies will be 
voted according to the discretion of the persons thereby empowered to vote. No 
such vacancy is expected. 
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Information as to nominees and directors 


| Approximate number of 
Present | shares ofthe company 
term as beneficially owned as 
Has been director of Feb. 1, 1956 
ies and principal occupation or employment | director expires at 
since— annual 
meeting } 4% percent 
in— | Common |jeumulative 
preferred 


NOMINEES | 
W. Pitt Gifford, (partner, Gifford, Graham, Mac- 

Donald & Illig, attorneys at law). a 1956 ! 60 
Dale A. Lindsay (investment counselor) : 1956 ! | None 
Richard P. Price (vice president, Hammermill Paper | } 

Ce “ ‘ 1956 ! None 
John D. Zink (vice president and assistant general 

! ‘r, Hammermill Paper Co.) 7 aed 1956 ! None 

1 L. Litle (president, Bucyrus-Erie Co.) _- tt 1956 2 | None 


OTHER DIRECTORS 


James H, Becker (president, A. G. Becker & Co., Inc., 1925 1957 | 9, 445 None 
Investment bankers). | 

William T. Brust (retired vice president of Hammer- 1926 1957 420 | None 
mill Paper Co,), | 

Bertram FE. Claridge (vice president, Hammermil! 1946 1958 | 3, 909 None 
Paper Co.). | | 

John F. Condon (partner, Rogers & Condon, attorneys | 1952 1958 2,010 | None 

it law). | 

Donald 8, Leslie (president and general manager, Ham- 1935 1957 29, 450 None 
mermill Paper Co.). 

Norman W. Wilson (chairman of the board, Hammer- 1922 1958 32,350 | None 
mill Paper Co.). 


‘ 


Votr.—None of the nominees or directors owns any of the 44 percent cumulative preferred steck or any 
)f the 3 percent debentures of the company, except Mr. Brust, who owns $10,000 of the debentures. 
The terms of these directors who are nominees for reelection will, if sueh reelection oceurs, expire at the 
annual meeting in 1959. 
? The term of Mr. Litle will, if his reelection occurs, expire at the annual meeting in 1957. 


REMUNERATION OF OFFICERS AND DIRECTORS 


The following tabulation sets forth the information, as specified, concerning 
remuneration of each director, and each of the 3 highest paid officers of the 
company, whose direct aggregate remuneration exceeded $30,000 during the year 
1955, and all directors of the company as a group: 


Estimated 

| Aggregate | annual 
eee yee aT ee A al Bae seins ‘ i | remunera- ension 
Name of individual and capacity in which remuneration was received | tion paid erent 

| im 1955 upon re- 

tirement 


Norman W. Wilson (director and chairman of the board) —e t $10, 686 
Donald S. Leslie (director, president, and general manager)... ...-._-- 4. .2a8 . 14, 794 
John D. Zink (director, vice president, and assistant general manager) -_-- 5, 309 
Richard P. Price (director, vice president, and general manager) - iw enl 3 . 10, 773 
Bertram E. Claridge (director and vice president) - bene eee : . | 6, 030 


ll 


ll officers and directors, comprising a group of 14 persons. 


From January 1, 1955, to March 15, 1956, key employees restricted stock 
options granted January 2, 1952, and to expire January 2, 1958, were exercised by 
purchase of shares of common stock of the company as follows: (@) at an option 
price of $16.8625 per share D. 8. Leslie a total of 13,048 shares, the market value 
on date of purchase being $36 per share; (b) at the same option price John D. 
Zink purchased 1,500 shares when the market value was $29.375 per share, 
500 shares when the value was $31.75 per share, 200 shares when the value was 
$33.375 per share, 750 shares when the value was $36 per share, 20 shares when 
the value was $36.50 per share, and 30 shares when the value was $36.50 per 
share; (c) at the same option price Richard P. Price purchased 3,000 shares 
when the market value was $30.50 per share; (d) at the same option price Ber- 
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tram E. Claridge purchased 100 shares when the market value was $21.875 per 
share, 600 shares when the value was $25.125 per share, and 2,100 shares when 
the value was $30.50 per share, and (¢€) at the same option price all directors 
and officers as a group (including the foregoing) exercised options totaling 
26,448 shares, the range of market value per share during the calendar quarters 
during which said options were exercised being $21.875 to $29.25 as to 1,300 
shares, $28.75 to $34.25 as to 11,100 shares, $31.75 to $34.875 as to 200 shares, 
and $30.75 to $38.375 as to 13,848 shares. 


INCREASE IN AUTHORIZED DEBT AND COMMON SHARES 


To maintain and improve its position in the industry to provide production 
capacity for the increasing demand for its products, the company must look 
forward to an expansion program of considerable proportions, both by construc- 
tion of new facilities and acquisition of existing facilities. Specific aspects. of 
this program will be larger capacity to produce Neutracel pulp, additional 
capacity to manufacture our type of papers, and facilities to produce addi- 
tional and diversified products. The entire program and each component project 
are presently the subjects of intense and exhaustive study, and specific plans 
will be evolved in the near future. 

To finance expansion of the magnitude thus contemplated will require addi- 
tional capital of considerable amount. The amount of such capital, whether 
it should be in the form of debt or equity, and the date and terms of issuance 
of shares or securities to obtain it, are matters which cannot be determined at 
present. Therefore, there has been no determination as to any such items, and 
there have been no negotiations of any kind involving any of these or kindred 
subjects. It is therefore not possible to give any information as to any such 
matter at this time. 

However, when definite plans as to expansion projects are evolved, specific 
plans for financing such projects will follow at once, and swift implementation 
of these plans will be necessary. To permit such promptness at that time, 
utmost flexibility will be required in financial negotiations. The company 
niust be able to take advantage of the market for capital funds as that market 
exists then. It should have authority to obtain debt or ownership»eapital in 
whatever amennts’ and proportions are then indicated to be to the best*interest 
of the company and its stockholders. Any delay in obtaining such authority at 
that time could well result in the loss of opportunity. 

Under the law of Pennsylvania such flexibility can be achieved only by obtain- 
ing ample authority to issue both debt and equity securities, and to obtain this 
authority in advance of the need to use it. The constitution and the business 
corporation law of Pennsylvania require 60 days’ notice of a stockholders’ meet- 
ing at which an increase of authorized indebtedness or of authorized share capital 
is to be acted upon. This and other legal requirements, some of which apply 
specifically to corporations whose stock is widely held and is listed on certain 
national exchanges, make it impractical to attempt to obtain such stockholder 
authorization in less,than three months. Such inherent delay is a handicap in 
financial negotiations. Under such circumstances it is extremely difficult, if not 
impossible, to obtain a firm commitment for capital funds. During such delay an 
opportunity for advantageous financing may be forever lost. 

In view of this situation the directors of the company, to obtain the flexibility 
necessary for advantageous negotiation for future financing, have approved 
resolutions for authority for increased indebtedness and increased common stock. 
The board of directors unanimously recommend that these resolutions, as set 
forth and explained below, be approved by the stockholders. As a matter of 
procedure, each resolution will be submitted for a separate vote, and the aflirma- 
tive vote of a majority of common shares outstanding will be required for the 
approval of each resolution. 


INCREASE IN AUTHORIZED INDEBTEDNESS 


The following resolution will be presented for approval of the stoekholders: 

“Resolved, That the authorized indebtedness of the corporation (other than 
indebtedness in the regular course of business) be increased to $25 million so that 
the aggregate indebtedness from time to time; at any one time outstanding, may 
be any sum not exceeding said amount, and upon such terms as the beard of 
directors may determine.” 

At present the authorized indebtedness of the corporation is $20 million and of 
this amount $3,691,000 is outstanding in the form of 3 percent 20-year debentures 
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due December 1, 1965. The effect of approval of the resolution will be to increase 
authorized indebtedness from $20 million to $25 million. Such approval in itself 
will not create any indebtedness. It will give to the board of directors the right 
to create such indebtedness in the future at any time, in such amount and upon 
such terms as the board considers to be in the best interest of the company, and 
such indebtedness may include covenants and restrictions relating to the conduct 
of the business or payment of dividends. Otherwise it will not affect the rights 
of existing security holders. Within the authorized limit it will also permit the 
refunding of present or future indebtedness, repayment of such indebtedness and 
reborrowing of any amounts thus repaid. The stated aggregate limit includes 
indebtedness presently existing or authorized and is not in addition thereto. 


INCREASE IN AUTHORIZED COMMON SHARES 


There will also be presented for approval, a resolution to amend. paragraph 7, 
subparagraph I, of the articles of incorporation to read as follows: 

“I. The authorized capital stock of the corporation is $8,945,300 divided into 2 
million shares of common stock of the par value of $2.50 each, of which 80,000 
shares are reserved for sale to employees in the manner provided by the laws of 
Pennsylvania ; and 39,453 shares of the par value of $100 each cumulative pre- 
ferred stock.” 

At present 1,200,000 common shares and 39,453 preferred shares are authorized, 
and 1,012,452 common and 29,453 preferred shares are outstanding. No shares 
have preemptive rights. The effect of the amendment if approved will be to in- 
crease the authorized common shares from 1,200,000 to 2,000,000 shares, with the 
board of directors having the power to issue any or all of the unissued shares at 
any time for any proper corporate purpose, upon such terms and for such consider- 
ation as the board may deem to be in the best interest of the company. and its 
stockholders. Also, authorized shares may be issued as a stock dividend, with 
the recipient stockholders not being required to pay a consideration therefor. 

The amendment will not increase the number of shares presently outstanding, 
but will eliminate the requirement for stockholder approval in case of future 
issuance to. the maximum authorized, except as such approval is required by 
rules of the New York Stock Exchange. Such rules presently require stockholder 
approval where shares are issued for property, and constitute 20 percent or more 
of the shares-outstanding prior to such issuance. The amendment will not other- 
wise affect the rights or priorities of existing securityholders, 


OTHER MATTERS 


At this time the management knows of no matters to come before the meeting 
except as set forth above. However, if any other matter does properly come 
before the meeting it is the intention of the persons named in the accompanying 
proxy to vote said proxy in accordance with their judgment. 


FINANCIAL STATEMENTS 


Financial statements certified by Price Waterhouse & Co., independent public 
accountants, consisting of Balance Sheet as of December 31, 1955, and notes to 
financial statements for the year then ended, together with statement of surplus, 
statement of profit and loss, and supplementary profit and loss information, all 
for the 3 years ending December 31, 1955, are annexed to and form a part of this 
proxy statement. 

M. E. GraHaM, Secretary. 

Marcu 28, 1956. 


Price WATERHOUSE & Co., 
Chicago, January 26, 1956. 


OPINION OF INDEPENDENT PUBLIC ACCOUNTANTS 


To the Stockholders, 
Hammermill Paper Company: 
In our Opinion, the accompanying financial statements present fairly the con- 
solidated financial position of Hammermill Paper Co. and its subsidiaries at 
December 31, 1955, and the results of their operations for the 3 years then ended, 
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in conformity with generally accepted accounting principles applied on a con- 
sistent basis during the 3-year period. Our examination of these statements was 
made in accordance with generally accepted auditing standards and accordingly 
included such tests of the accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 


PRIicE WATERHOUSE & Co. 
Hammermill Paper Co. consolidated balance sheet, Dec, 31, 1956 
{See Notes to Financial Statements] 


ASSETS 
Current assets : 
Cash ‘iii 
Accounts receivable, less reserves of $125 
Inventories : 
At cost, based on last-in, first-out: 
Puipwood $1, 945, 


207 


Paper, finished and in process___________ 1, 306, 921 
At lower of approximate cost or market: 

a ee oe ea ea 708, 683 

Other finished products ; 83, 582 

Supplies and repair parts 1, 339, O86 


- —-- 5, 383, 
867, 
359, 


Advances on pulpwood operations and contracts 
Prepaid insurance, etc 
Total current assets 11, 467, 43: 
Investments, at cost: 
Rayonier Inc., common stock—374,090 shares 
(market value at Dec. 31, 1955, $14,308,943) ___ 
Other security investments 


Property, plant, and equipment, at cost (note 2) : 
Timberlands, cutting rights and improvements 3 
pT SS es ee en, 6, 585, 616 


Machinery and equipment 25, 962, 743 


35, 923, 909 

Less: Depletion and depreciation 16, 890, 911 
19, 032, 998 
835, 368 
———- — 19, 868, 366 


Land 


31, 604, 055 
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Hammermill Paper Co. consolidated balance sheet, Dec. 31, 1955—Continued 


LIABILITIES 


Current liabilities: 
Accounts payable and accrued expenses $1, 890, 210 
Dividends payable 32, 315 
Income taxes, less U. S. Treasury securities of $1,988,380______ $45, 235 


Ea RE, < le eerie Shandris eens nce pertain seeeienee 2, 767, 760 
Long-term debt (note 3): 3 percent debentures maturing 1965_._.__ 3, 691, 000 
Stockholders ownership: 

Capital stock : 
Cumulative preferred stock (note 4): 

Authorized 39,453 shares of par. value 

$100 per share issued and, outstanding : 

4% percent cumulative preferred 
stock—16,396 shares $1, 639, 600 

4%, percent cumulative preferred 
stock—13,057 shares ; 1, 305, 700 
2, 945, 300 

Common stock (note 5): Authorized 1,200,000 

shares of par value $2.50 per share issued 
and outstanding—850,064 shares 2, 125, 160 


5, 070, 460 
Capital in excess of par value of capital stock__._._ 5, 448, 467 
Income retained and employed in the business, 
after transfer of $1,323,471 to restricted capital 
accounts in connection with stock dividend 
Gene: BD i. canis ~iese adiantabetenenmeaniiinnin sniineadinten te tiataecaicas 14, 626, 368 
_ —— 25, 145, 295 


Commitments (note 2) 
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Hammermill Paper Co.—Consolidated statements of capital in excess of par 
value of capital stock and income retained and employed in the business for 
the 8 years ended Dec. 31, 1955 


[See Notes to Financial Statements] 


‘apital in excess of par value of capital stock 
Balance at beginning of year 3, 247, 272 $3,197,692 | $3,197, 692 
Excess of proceeds from sale of common steck under stock | 
option plan over par value of shares (note 5) -_- 87, 002 $9, 580 
Excess of fair market value over par value of 39,984 shares 
of common stock issued as stock dividend , 223, 511 
Excess of proceeds over cost of treasury common stock sold 343, 125 
Excess of net assets at date of acquisition over cost of invest- 
ment in subsidiary company consolidated (note 1) 7, 557 
Balance at end of year... -- 5, 448, 467 3, 247, 272. | 3, 197, 692 
Income retained and employed in the business: 
Balance at beginning of year-.--- s _ a , 234, 737 13, 507,639 | 12,590, 629 
Net income 2, 770, 02: 1,636,347 | 1,540,702 
Provisions for Federal income taxes prior to 1950 in excess 
of settlement effected in 1953. 363, 877 
Discount on preferred stock purchased and canceled during | 
the year 7 . é . - 1,191 1, 032 


7,005, 95 15,145,018 | 14, 495, 905 


Cash dividends paid or declared 
46 percent cumulative preferred stock—$4.50 per share in 
& ach year... 5, 948 78, 458 | 
4 percent cumulative preferred stock—$4.25 per share in 
“to year | 55, 939 56, 895 
Common stock—$1.10 per share in 1953, $1 per share in 1954, | 
and $1.15 per share in 1955__-.._-_- shed 907, 012 774, 928 | 
5 nesomnt common stock dividend paid Dec. 30, 1955—39,984 
snares: 
Transferred to common stock—$2.50 par value per share 99, 960 
Transferred to capital in excess of par value of stock—$30.60 
per share, being the excess of market value of stock at 
time dividend was declared over its par value___. , 223, 511 


Casn paid in lieu of fractional shares ---_---- e" 17, 213 


1, 340, 684 


2, 379, 583 910, 231 988, 266 


14, 626, 368 14, 234, 737 | 13, 507, 639 
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Hammermill Paper Co. 


Dec. 31, 1955 


Gross sales, less discounts, returns and allowances 


Deduct: Cost of goods sold: 
Inventory at beginning of period !___.__.- 
Labor, materials and operating expenses - - 


Less: 


Inventory at end of period !..........-........-- 


Gross profit on sales _- 
Other operating profit and income (net) _-- 


Selling, general, and administrative expenses. -- 


Other income: 
Dividends received on common stock of Rayonier Inc 
Dividends received on other stocks (ineluding in 1955 


approximately $180,000 from prior years’ accumulated 
earnings) 2 


Interest income 
Gain on properties retired _. 


Income deductions: 
Interest on long-term debt- 
Other interest paid __ : 
Loss on properties retired 


Provision for Federal and State income taxes 
Federal income tax 
State income tax 


Net income. --_..._-- 


1 At cost, computed principally on the basis of last in, first out. 


HAMMERMILL PAPER Co., 
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[See Notes to Financial Statements} 


28 | $27, 980,48 | 


30, 604, 873 


4, 044, 483 | 


26, 560, 390 


os 900, 838 
154, 573 


8, 055, 411 | 
3, 534, 902 


4, 520, 509 


5, 221, 964 
22, 003, 616 


27, 225, 580 | 
4, 937, 068 | 


22, 288, 512 


5, 691, 936 | 
69, 582 | 


| 5, 761, 518 | 
2, 882, 681 


1 
| 2,878, 837 a 


consolidated statement of income for the 3 years ended 


1953 


$28, 862, 002 


7, 267, 046 
21, 141, 145 
28, 408, 191 

5, 221, 964 


997 


23, 186, 


5, 731, 771 
2, 642, 295 





499, 166 | 


237, 453 | 


15, 851 
10, 990 


"673, 460 


113, 946 | 
14, 000 | 


45, 066, 023 


2, 134, 000 
162, 000 


2, 296, 00 ”) ) 


a, eens 


266, 483 | 


| 


| 397, 306 06 | 


3,276, 143 | 


119, 926 
16, 670 





127, 946 | 


136, 506 | 


| 3, 139, 547 | 


1, 393, 200 | 
110, 000 | 


200 


| 1, 508, | 


aE 


8, 089, 47 6 


228, 414 


30, 842 
39, 654 


298, 910 


“8, 388, 386 


126, 444 
58, 288 
242; 952 


427, 


68 ‘ 


2, 960, 702 


1, 310, 000 
110, 000 


‘* 420 000 


|= 


1, 636, 347 i 


NoTes To FINANCIAL STATEMENTS 


. 540, 702 


NOTE 1—PRINCIPLES OF CONSOLIDATION AND INVESTMENTS IN SUBSIDIARIES 


The consolidated financial statements 
and its wholly owned subsidiary companies. 


include the accounts of Hammermill 
Robeson Process Co., the principal 


subsidiary, is included in the consolidated statements from July 1, 1955, the 
approximate date upon which Hammermill first held all of the outstanding 
stock of that company. Other subsidiary companies are inconsequential. All 
intercompany items and transactions have been eliminated in consolidating the 
accounts of the companies. 

The net assets of the subsidiary companies at December 31, 1955, as reflected 
by the books of the subsidiaries, exceeded the cost of the investment on Hammer- 


mill’s books by $152,800, which amount has been reflected in consolidation as 
follows: 
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Undistributed earnings since date of acquisition included in retained 
income $5, 243 
Excess of net assets at date of acquisition over cost of investment 
credited to capital in excess of par value of capital stock 147, 557 


152, 800 


NOTE 2—POLICY WITH RESPECT TO PROVISIONS FOR DEPRECIATION, DEPLETION AND 
AMORTIZATION, REPLACEMENTS, ETC. 


Depreciation of plant properties is provided at estabilshed rates per annum 
applied to gross book values of properties, less the gross book values of properties 
which are fully depreciated. The rates used are based on estimated useful 
lives of individual classifications of properties and the average annual rates for 
the 3 years ended December 31, 1955, were as follows: 


[Percent] 


ee 


EE  -. sbpeethatids ; 
Buildings z 

Machinery and equipment 

Tools, trucks, and mill fixtures 

Railroad trackage and equipment 

Automobiles, trucks, and trailers ___-.__- 

Office furniture and equipment 


> 


on 


e8e5o 
SSaeaae 


Prior to 1954 the company used the straight line method of computing deprecia- 
tion for all of its plant properties. Commencing in 1954 the sum of the years- 
digits method was adopted and the average rates shown above reflect the use of 
that method for properties acquired after January 1, 1954. 

Depletion of timberlands is based on estimates at dates of acquisition of the 
number of cords of pulpwood contained in standing timber, and the provisions are 
caleulated at rates established for each of the timber tracts owned. The por- 
tion ef the resérve for depletion applicable to Canadian timberlands’is equal te 
the gross book value of such timberlands. Somewhat over one-half of the Can- 
adian timberlands has been cut over and natural reforestation is taking place 
in the cut areas. 

Amortization of cutting rights is based on the number of cords of pulpwood 
cut. No cutting operations were carried out during the 3 years 1953 to 1955 in 
the areas in which the company owns purchased cutting rights. 

Amortization of improvements on timberlands and depreciation of loading con- 
veyors and other structures and equipment used in pulpwood operations are 
based on estimated useful lives of such assets at dates of acquisition adjusted 
periodically, when necessary, as a result of changing operating conditions. The 
provisions in many instances are calculated at rates established for individual 
improvements. 

Properties retired or otherwise disposed of are eliminated from the accounts 
as are also the related accruals for depreciation. Profits or losses on properties 
retired are credited or charged to profit and loss. 

Maintenance and repairs and minor renewals are charged to profit and loss. 
Additions and major renewals of properties are charged to the property ac- 
counts, and the book values of properties replaced are eliminated from the 
accounts. 

Additional cost to complete construction in progress at December 31, 1955, is 
estimated at $735,000. The company has entered into firm commitments with 
suppliers for approximately $500,000 of this amount. 


NOTE 8——-LONG-TERM DEBT 


Under the terms of the trust indenture the company is required to make annual 
sinking-fund payments to the trustee for the redemption of outstanding de- 
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bentures. The amounts to be paid during the 5 years subsequent to December 3 
1955, are as follows: 


| Total amount 
of required 

sinking fund 
pay™ent 


Principal Premium 
mount Lo if which to 
be redeemed be redicemed 


$191, 000 146 $193, 865 
200), OOO 134! 202, 750 
200, 000 14) 202, 500 
200, 000 202, 2-0 


NOTE 4——-CUMULATIVE PREFERRED STOCK 


The cumulative preferred stock is redeemable through sinking fund, or on call 
or voluntary liquidation at premium of $2 per share for the 442 percent issue and 
$3 for the 4144 percent issue: 625 shares of the 444 percent issue and 500 shares 
of the 4% percent issue are redeemable each year through sinking funds. The 
sinking-fund requirements have been fulfilled. 


NOTE 5—-EMPLOYERS’ STOCK OPTIONS 


The articles of incorporation provide that 80,000 shares of the $2.50 par value 
common stock of the company are reserved for officers and employees. Under the 
terms of an employee stock option plan, options for the purchase of not to exceed 
60,000 of these shares may be granted to qualifying employees. The purchase 
price of the stock is to be not less than the par value nor less than 95 percent of 
the market value of the stock when the option is granted, whichever is greater. 
The options may be exercised in whole or in part at any time from the date of 
issue until a termination date stated in the option, but not later than 6 years after 
the option is granted. Each employee to whom an option is granted will agree to 
remain an employee of the company for a period of 2 years. 

The transactions in the stock option plan since its inception, adjusted to 
reflect the 5 percent common stock dividend paid December 30, 1955, may be sum- 
marized as follows: 


Options granted (exrcrceisable on date granted) 


Option price | Fair market-value.at date 
Number ol options were granted 
} shares j | 


| 


| | 
Per share Amount Per share Amount 


Jan. 2, 1952 . Laalh 36, 120 | $16. 06 $580, 070 $16. 90 | $610, 600 
Apr. 12, 1955 7, 350 2. 3f 164, 588 23. 57 | 173, 250 
July 18, 1955 5, 775 28 167, 200 ! 176, 000 


49, 245 911, 858 959, 850 


Options exercised 


Option price Fair market value at date 
Number of options were exercised 
shares 


| 
Pershare | Amount Range per share | Atiount 


$58, 209 $18, 45-$22. 14 | $77, 634 

516, 464 20. 84-— 35. 24 | $99, 505 
25, 864 29. 05- 31.90 | 35, 188 
26, 144 


626, 681 
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Options outstanding at Dee. 31, 1955 


Option price Fair market value,at date 
| Number of options were granted 


Date options granted | shares 


Pershare | Amount | Per share Amount 


Jan. 2, 1952 336 $16. 06 $5, 397 $16. 90 | 
Apr. 12, 1956. 6, 195 22. 3 138, 724 23. 57 | 


$5, 680 
146, 025 


300, 185 


11, 403 SRR ATF Biscicnnce- 


| 
| 
July 18, 1955 ‘ 4, 872 28. 141, 056 30. 48 | 148, 480 
| 
' 


‘The proceeds from the sale of the stock under option are credited to capital 
stock to the extent of the par value thereof, and the excess of the option price 
over the par value of the shares sold is credited to capital in excess of par value 
of capital stock. No charges or credits are made to profit and loss for any differ- 
ence between the option price and the fair market value of the shares issued 
under the stock option plan. 


NOTE 6-—RESTRICTIONS ON INCOME RETAINED AND EMPLOYED IN THE BUSINESS 


The trust indenture relating to the 20-year 3 percent sinking fund debentures 
substantially provides that, so long as any of the long-term debt remains unpaid, 
the company will not pay or declare any dividends on its common stock or pur- 
chase any shares of stock of the company if such dividend, or the cost of such 
purchase, plus all dividends previously paid or declared on all classes of the 
company’s stock since August 31, 1945, plus the cost of all shares of stock 
previously purchased since August 31, 1945, shall exceed the sum of the con- 
solidated net income of the company and its subsidiaries since August 31, 1954, 
plus $600,000. 

In connection with the issue of the 4%4 percent cumulative preferred stock, 
the articles of incorporation of the company, as amended, provide that no divi- 
dends shall be paid at any time upon the common stock except out of net earn- 
ings accruing subsequently to December 31, 1927. 

Income retained and employed in the business at December 31, 1955, may not 
be reduced by dividends on the common stock below $6,217,519 under the provi- 
sions of the debenture issue, and below $2,063,929 under the provisions of the 
preferred stock issue. 


NOTE 7—RETIREMENT PLAN 


Hammermill Paper Co. has a trusteed, uninsured retirement and pension plan. 
The plan is composed of two parts: Part A covering all employees in the United 
States, and part B covering all such employees earning in excess of $4,200 
annually. 

Part A is a noncontributory plan providing for normal retirement of all em 
ployees at age 65 with a life pension of $120 or more per month including pri- 
mary social security benefit if retirement is after 30 years of continuous service, 
and proportionately smaller pension if service is less than 30 years. All costs 
of this part of the plan are paid by the company. 

Part B is a voluntary contributory plan in which employees with one or more 
years of service earning over $4,200 per year are eligible to participate. Em- 
ployees contribute 5 percent of the excess of their compensation over $350 per 
month, and the company contributes an amount not less than that -required to 
insure the successful operation of part B of the plan on a sound ‘actuarial basis. 
Part B of the plan provides for a life pension to employees on retirement at age 
65 in an annual amount equal to 40 percent of the total contributions made )) 
the employee. 

The company retains no interest in any of the amounts contributed under the 
plan, but reserves the right to modify, suspend, or discontinue the plan at any 
time, provided that no modification may be made which will affect the benefits 
provided by the contributions made prior to the date of such action. The annual 
cost of the plan varied from $255,000 to $371,000 during the 3 years ended 
December 31, 1955, and it is estimated that the total liability under the plan 
at that date for past service was approximately $887,800. 
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NOTE 8—PROFIT SHARING 


art of the compensation of officers and certain salaried employees is based 
on profit sharing. Each participant receives a predetermined percentage of the 
company’s operating profits as computed before income taxes and certain other 
charges and credits. The percentages received by the officers of the company 
are fixed by the board of directors from time to time and the percentages re- 
ceived by other employees are fixed by the officers from time to time. There is 
no written instrument defining the profit-sharing arrangement. Profit-sharing 
payments to officers and other employees for the 3 years ended December 31, 
1955 were as follows: 


1955 1954 1953 


——— | — — — 


Officers_.......-- kim al sdsad $97, 052 $53, 307 | $50, 302 
Other employees... _ xe etds biatite eRe 189, 045 | 110, 810 | 81, 964 


NOTE 9—-ACQUISITION OF WATERVLIET PAPER CO. 


The company has offered to issue common stock in exchange for the capital 
stock of Watervliet Paper Co. on the basis of 26 shares of Hammermill for 25 
shares of Watervliet. On February 23, 1956, 162,388 shares of Hammermill were 
exchanged for 156,142 shares of Watervliet. If 100 percent of the Wateryliet 
shares are acquired, 166,400 shares of Hammermill will be issued in exchange, 
increasing the total outstanding to 1,016,464 shares. 

This investment in Watervliet stock will be carried on Hammermill’s books at 
the fair value of the Hammermill stock exchanged. The excess of the fair value 
over the par value of the Hammermill stock will be credited to capital in excess 
of par value of capital stock. 


Hammermill Paper Co. supplementary profit and loss information for the 8 years 
ended Dec, 31, 1955 


Charged to profit and loss | 


j 
' 
| 
| 


Item | reo t Total 
| Other 
expenses 


Year 1953 | 
Maintenance and repairs blasts S78 | $35, 391 $2, 017, 
Depreciation and amortization of property, plant, 
equipment <--- -- er 
Taxes, other than income and excess-profits taxes: | 1 
Social-seenrity taxes oe EaLeD. 5, 882 | 14, 142 160, 
State capital-stock taxes aie | lend 51, 747 | 5 
Real-estate, personal property, and other taxes... --~--| 7, 195 166, 27 
Management and service-coniract fees aan - os. a : ae 
Rents and royalties : - i Be ae J 5, 1 35, 717 
Year 1954 i 
Maintenance and repairs__. | 1,920, 295 | 46, 637 
Depreciation and amortization of property, plant | 
equipment bee eb Shes bus 943, 2 17, 141 
‘raxes, other than income and excess-profits taxes: | 
Social-security taxes lind steeatitninntieeinl 178, 979 | 17, 700 
State capital-stock taxes hae sae i 63, 014 
Real-estate, personal property, and other taxes____-_--_} 8, 222 187, 383 | 
Management and service-contract fees 
Rents and royalties 
Year 1955 | 
Maintenance and repairs _ -- yitl asides, ols , 005, | , 052, 355 
Depreciation and amortization of property, plant, and | 
quipment ‘ tagety eisai ts 
axes, other than income and excess-profits taxes: } 
Social-security taxes Jit SOs. 2 } 235, 883 18, 183 254, 065 
State eapital-stock taxes - dias 159, 111 159, 111 
Real-estate, personal property, and other taxes_.....--| 8, 675 211, 653 220, 328 
Manazement and service-contract fees. -............-..-.-}--...---.-----]---------- Sekine 
Rents and royalties... .........2-...- 29, 2% 48, 376 | 77, 607 


27, 429 894, 13 


17, 902 253, 365 
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This procy is solicited on behalf of the management of Hammermill Paper Co.: 

The undersigned hereby empowers D. 8S. Leslie, N. W. Wilson, and 
J. D. Zink, or any of them, with power of substitution, to vote the shares 
of the undersigned at the annual meeting of stockholders of Hammer- 
mill Paper Co., on May 8, 1956, or at any adjournment thereof. This 
proxy will be voted on all matters which come before the meeting. In 
election of directors, it may be voted cumulatively if this is deemed advis- 
able in the discretion of the persons empowered to vote; and in matters 
not now known it shall be voted according to the discretion of said 
persons. In the following matters it shall be voted, and voted as speci- 
fied below: 


Approval of the resolution to increase the authorized indebtedness 

of the company to a maximum of $25,000,000. 
For [ ] 
Against [ ] 

Approval of the proposed amendment to paragraph 7, subparagraph 
I, of the articles of incorporation, te increase the authorized 
common shares to 2 million shares. 

For [ |] 
Against [ ] 
Where no choice is stated, the proxy will be voted for approval. 


(Persons signing in representative capacity sign 
here, indicating relationship) 


Dated 

Please sign and mail this prory in the enclosed envelope which requires no 
postage if mailed in the United States. 

The Cuarrman. Any further questions? 

Senator Carpenarr. No questions. 

The Cuarrman. Well, thank you very much, Mr. Armstrong. 

Mr. Armsrrona. Thank you, Mr. Chairman and gentlemen. 

The Cuatrman. We will look forward to receiving your further 
communications. 

I must say I think your statement is a very good one. I think it 
gives at least me a feeling that it has been thoroughly considered, and 
I think we are on much sounder ground than we were before. I be- 
lieve we are making progress, in other words, in developing this legis- 
lation. 

Mr. Armstrone. Thank you very much, Senator Fulbright. 

The Carman. We will excuse you. Thank you very much. 

Senator Lenman. Mr. Chairman, may I just say one word before 
that? I certainly would not allow the question of appropriations 
to stand in my way in connection with this legislation. This bill does 
not become effective until 6 months after the date of enactment so 
that at best it would not become effective until sometime in January. 
The initial cost would not be great. 

Undoubtedly, if this bill is enacted, there would be nu insurmount- 
able difficulty in getting an appropriation during the early part of 
the session next year. 

As far as I am concerned—I speak now as a member of the sub- 
committee that heard this matter—I would have no objection to fol- 
lowing the present suggestions of the SEC with regard to not deleting 
section 15 (d) and also holding in abeyance this question of the pay- 
ment into the treasury of the company of the short-time profits. 

I want to say I have no idea whether this bill can be passed this 
year or not, but I do want it understood that I favor the bill, ‘I be- 
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lieve in the bill with these two changes that have been suggested 
by the Securities and Exchange Commission. It is a good bill. 
Whether we pass it this year or not, I certainly hope that every effort 
will be made to pass it in the early part of the next session. 

The Cuarrman. We have two matters that I would like to consider 
in executive session, so if we are through with the Commission and 
the public we would like to have an executive session for a few 
minutes, 


Senator Lenman. Thank you very much, Mr. Chairman. 

Mr. Armsrronc. Thank you, Senator Fulbright and gentlemen. 

The Cuatrman. I have a statement from the Employers’ Group 
Association for the record. 

(The statement referred to follows :) 


STATEMENT OF EMPLOYERS’ GrouP ASSOCIATES, WARREN G. REED, SECRETARY 


Employers’ Group Associates is a Massachusetts Voluntary Trust established 
in 1928. Since its inception it has owned 100 percent of the stock of American 
Employers’ Insurance Co. and the Employers’ Fire Insurance Co. (both Massachu- 
setts stock insurance companies) and a 7.5 percentage of the Employers’ Lia- 
bility Assurance Corp., Ltd. (an English stock insurance company with its 
United States branch in Boston, Mass.). 

These companies write virtually every kind of insurance but life. They are 
licensed in every State, the District of Columbia, Alaska, and Hawaii. The 
assets of American Employers’ Insurance Co. are $52,712,518; the assets of the 
Employers’ Fire Insurance Co. are $25,426,486; and the assets of the United 
States branch of the Employers’ Liability Assurance Corp., Ltd. are $113,758,741 
(latest available figures as of December 31, 1954). In every jurisdiction wherein 
they do business, these companies are, of course, subject to that searching and 
constant regulation which has been described to the committee already in the 
statements of the Association of Casualty & Surety Cos., the National Board of 
Fire Underewriters, the American Life Convention, and the Life Insurance Asso- 
ciation of America, found on pages 1131-1142 of part 2 of the hearings on S. 2054, 
June 27, 30, and July 1, 1955. 

There is no need here to elaborate upen the basis and scope of State regula- 
tion ; how Congress by Public Law 15 of the 79th Congress declared the continued 
regulation of insurance by the several States to be in the public interest and 
how thorough and complete that regulation is. The committee manifestly was 
convineed on this score when, in the committee print of Senate 2054 (August 5, 
1955) it added an exemption for insurance companies which are subject to State 
supervision. 

What we do stress and respectfully urge is that Employers’ Group Associates 
is in fact virtually an insurance company and should be recognized as such in the 
exemption to S. 2054. 

The latest available annual statement and schedule of investments of Em- 
ployers’ Group Associates are enclosed. It will be seen that the holdings in the 
3 insurance companies amounts to 95.22 percent on a cost basis (65.37 percent in 
wholly owned insurance companies and 29.85 percent in English company), and 
98.81 percent on a market value basis (92.51 percent in wholly owned insurance 
companies and 6.30 percent in English company). (The only other investments 
are in United States Government and State bonds and discount notes.) These 
holdings of Employers’ Group Associates in the three companies have not 
changed essentially since 1928, as we have said; nor has the trust invested in any 
other company, whether insurance or otherwise. It does not trade in securities 
nor is it in the business of buying and selling them. 

imployers’ Group Associates is then virtually an insurance company and we 
respectfully submit it should be so treated under S. 2054. (In financial circles, it 
may be observed it is commonly considered an insurance company and its shares 
are listed with the shares of insurance companies. ) 


CONCLUSION 


The exemption of insurance companies subject to State supervision in the 
redraft of S. 2054 should embrace a trust like Employers’ Group Associates 
which is in all essential features an insurance company, in that almost 99 
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percent of its assets (on a market value basis) are invested in insurance com- 
panies subject to such State supervision and over 92 percent of its assets (on a 
market value basis) are invested in wholly owned companies; particularly where 
such a trust has had that general pattern of holding for well over a quarter of a 
century. 

We urge, therefore, the addition at the end of subsection (2) (F) of the com- 
mittee print of S. 2054 (August 5, 1955) of the following: 


“or issued by any issues 60 per centum or nitore of the total assets of which are 
represented by securities issued by a wholly owned insurance corporation or 
insurance corporations which is or are subject to such supervision and at least 90 
per centum of the total assets of which issues are represented by securities issued 
by any insurance corporations which are subject to such supervision.” 

The CuarrmMan. The committee will now recess. 

(Whereupon, at 11:25 a. m., the committee recessed to reconvene 
immediately in executive session. ) 


x 











